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I Introduotio·n 
k• The Interest in Small Business 
In recent years much interest, both public and pl ivate, has been 
evinced in small business. In Congress, as well as in tra e association 
meetings and business conventions, much has been said 
8. 
of small business in our economy. Congress, in 1953, ted its efforts 
to aid small business by setting up the Small Business Administration. 
The purpose of' this aot was to help small business in seo 
oapital and credit; to help in obtaining a fair share of 
tracts, and to help with managerial, technical, and produc ion problems.* 
On the state and community level industrial deve opment corp-
orations have been set up for the purpose of financing and developing new 
and expanding local businesses. The banking conanunity has also shown its 
willingness to co-operate with small business. 
Books, pamphlets, and magazine articles have been written in an 
effort to help small business survive and expand. A good l xample of' this 
reawakened interest is the study of' the Committee for Econl mio Development 
concerning the role of small business in the economy and t i e means by which 
it can be aided in contributing its share to full employme .t and prosperity.** 
reasons. 
B~ Its Role in Our Economy 
Small business plays an important role in our economy for several 
In the last half century we have seen a ooncentr ltion of economic 
control develop. small f'ir.ms keep this concentration from going too far. by 
* 3Z,p.l 
**3,p.259 
fostering competition in the pr.! cing of goods and Thus the 
consumer is given the advantages of' a ~ompetitive market. 
The small firm is a eyblbol of independence and o portunity. 
It gives one a chance to be his own boss and to carry out his work as he 
chooses. A small firm operates in close touch with its embloyees and 
customers. It has a high degree of flexibility and can adl pt itself to 
new needa and conditions. It is usually able to enter ne product lines 
at its own choice.* A large organization, selling over th entire country, 
usually follows a tgiven policy or program. The small f'ir1 can afford to 
experiment on a small local scale. 
The large firm is best suited for our present e!nomy because of 
its adaptability to mass production methods. Our small f' ms can, however, 
cater to the specifio needs of' customers who may require cl atom-built pro-
ducts and specialized servioes. Large-scale operations arr not adaptable 
to these individual needs and small business has a real opportunity in 
this field. 
Our whole economic structure is based upon the o -existence of 
big and small business and the maintenance of' favorable re ations between 
them. A classic example of' the dependence of' big business upon small 
business is the automobile industry. Here the large-scale manufacturers 
are successful because of thousands of' independent dealers, who are small 
businessmen, that sell and service the oars which these m uf'aoturers 
produce. By the same token the oil companies need the sma 1 service 
station operators to sell their gasoline and oil produots. 
* lo,p.20 
9. 
I Records of the United State~ __ Patent Office reveal that 35 per 
I 
cent of the patents issued between 1921 and 1938 went to small and 
I 
medium-sized business and 43 per cent went to individuals. Some patents 
I 
which are issued to individuals are unnoubtedly controlle~ by large corp-
orations but reliable sources indicate that at least 25 pJr cent o£ patents 
I 
issued to individuals are either used or developed by sma~l businesses.* 
This indicates that our small firms do much to foster invJntion. 
c. \No.'" on~ Po~ -\'Jo.r €-t~~\e~ 
During World War II many small firms were forced! to close their 
doors because materials used for consumer items were commJndeered for war 
. I 
or because their proprietors went into the service of the~ country either 
in the armed forces or in essential defense jobs. By the end of 1943 the 
I . 
number of firms operating had been reduced by one-sixth. This reduct1on 
I 
in the number of fiMms took place mostly in the retail, Wholesale, and 
I 
service trades. The number of firms engaged in manufacturing actually 
I 
increased largely because of defense contracts. 
In the post-war era many new small fir.ms have bef n established. 
The wartime decrease in business has been more than made u~ and there are 
now more businesses than ever before in our history. Thes~ new businesses, 
in many cases started by returning servicemen, have been s~ll firms and 
they operate for the most part in the contract constructiob field, service 
field, and retail field. There are apJroximately 4,2oo,oob business~s in 
I 
existence today as compared with 2,840,000 at the end of 1943. This re-
I presents a 32 per cent increase since 1943. 
* lo,p.l6 
**32-.,p.ll 
I 
I 
I 
I 
I 
I 
I 
10. 
De The Financial Problems Dt Small Business 
The financial re,uirements of small business havJ been of major 
concern in current thinking. The lack of capital or credii coupled with 
I incompetent management have often been cited as the major factors leading 
to the demise of the small f'irm. . I 
All the various proposals for aid to small busin~ss have, tor the 
most part, emphasized the need tor providing some form of J inancial aid. 
. I One of the basic considerations in these proposals has been the tact that 
small firms are at a competitive disadvantage with large rJrms because they 
cannot afford competent financial management and they are Jf'ten unable to 
obtain the intermediate and long-term credit which they neJd. 
I 
The small business population undergoes changes trom d e.y to day 
I 
and year to year. As the local market undergoes changes, shif'ts and is 
rebornt so do changes occur in our small business populatidn. Statistics 
show that 1,067,000 new firms opened their doors between 1J51-1953. At 
the same time many old firms continued to do business and J o earn a profit. 
- I However bright this picture may look, the tact remains that during the 
1951-1953 period 949,000 firms discontinued operations.• J tatistics also 
show that the majority of discontinuances occur during the lfirst five years 
ot operation. Just as the opportunity to enter into businJ ss is open to 
many so is the opportunity to fail in these businesses an Jvwr-present 
. I 
danger. 
The study of the Committee tor Economic DeveloJnt cites the 
following difficulties that small firms have met with in J eting their 
I 
11. 
financial requirements. 
1. Intermediate an~ long-term credit often eannrt be obtained· 
2. !~!!n~~=sc:::i~o~d0!o1~:~:n~yt~i:a~:a:0~~~!s~n 
5. 
6. 
Higher rates of interest are charged the sma~ler firms as 
compared with the larger firms. I 
Private investment funds for small firms hav~ been drying 
Flotation of secriri~ies is practically imposr ible. 
High tax rates have prevented earnings from i eing invested 
in the business for expansion purposes.* 
E. The Method of Approach 
up. 
The first topic to be considered is the matter of the def init ion 
of a small business. There is no hard and fast definition! of the term but 
some qualifications must be set up in order to delineate between those 
I firms which need help and those which do not. 
The next topic will coVer the main problems that lthe small 
I businessman has to deal with in meeting his financial requirements. The I • 
succeeding topics will cover both the private and public sources of fund~ 
I 
which are available to the small business-man. 
1 The study will attempt to help the small busines ~M n :racognize 
I the financial problems that face him and show him how he may most advan .. 
tageously use the existing financial agencies at his dispo. al. Consideration 
will be given to weaknesses that exist both in small busin~ sses themselves 
I 
and in the agencies that supply funds to them. An effort will be made to 
I 
determine what additional facilities are needed to meet 
of small business in the future. Due to the exigencies 
* lO,pp.l35-136 
the requirements 
of I space prime 
I 
I 
I 
12. 
consideration will be given to the financing of small fi~s that are 
already established and the financing of newly-organized irms will be 
dealt with only in part. 
II· What Constitutes Small Business 
A. Defining Small Business 
Small business is a term which is commonly used but one which 
is difficult to define by any hard and fast rule. To the average person 
it probably means a business which is locally owned and owper-operated. 
These characteristics are definitely essential to a defini~ion of small 
business but we must further differentiate the small from rhe large by 
setting up criteria by which we can define size. These criteria cannot 
I 
be rigid or arbitrary but must vary with the type of busini ss activity 
carried on by the particular establishments. 
I 
Various criteria have been applied to measuring size. The 
I 
three most common criteria found among the various definitions are: 
(1) number of employees on the payroll; (2) total assets; ~3) volume or 
I 
sales. The following definitions show how these criteria are used in 
setting up standards as a basis for aid to the smaller fir~s by the 
government and other authorities. 
le Def!!tment or Commerce Definition 
The Department or Commerce, in 1941, suggested a [definition in 
testimony before the Senate Committee on Small Business. f t was based on 
the 1939 Census of Manufactures and Business. By this definition a small 
I 
manufacturer was one having fewer than 100 wage-earners; a [ small retail, 
service, or construction firm was one having annual net sales no greater 
than $50,000, and a small wholesaler was one with $200,000 ~ or less in net 
annual sales. Nearly three million establishments were covered by the 
I Census. The small classification comprised 92.5 per cent of the est• 
ablishments surveyed; 44.8 per cent of the total employed, I and 34.1 per 
14. 
cent of the total sales volume.* 
In 1952, the Department of Commerce issued a ne, definition 
based on the Census of Manufactures for 1947. This tabulaf ion included 
241,000 manufacturing establishments grouped in 452 industrial classes as 
I 
either large or small, depending upon the number of emplo~es. Small 
business comprised those smaller firms which together produce one-third 
of the value added by manufacturing in the specific indust~y class•** 
The net result was a classification Wherein different size~ ranging from 
I 50 employees to 2,500 employees were considered small according to the 
nature o:f the individual industry. The Department is attekpting to work 
out similar definitions :for the wholesale and retail :fieldF• 
2. Definition According to Sales, Profits, Employees 
and Assets 
In a study de"ling with the inability of small bhsiness to obtain 
venture capital Weisman states that: 
"Annual sales volume probably provides the best ~ ingle 
denominator and the most simple index."*** 
He then suggests the :following size classifications: 
Size 
Small 
Medium 
Large 
* 12,p.23 
Sales per 
annum 
to $250,000 
Net 
PrOfits 
to $25,000 
above $250,000 above $25,000 
to $5,000,000 to $500,000 
above 
$5,000,000 
above $500,000 
** lO,p.5 
*** 5,pp.8-9 
Number o:f 
Employees 
to 100 
above 100 
to 2,500 
Total 
Assets 
to $250,000 
I 
above $250,000 
tb $5,000,000 
above 2,500 a~ove $5,000,000 
15. 
3. Small Business Administration's Definition 
The Small Business Administration was set up by lan act of 
Congress on July 30, 1953 for the purpose of serving and ~epresenting the 
interests of small business. One of its first functions Jas to determine 
I 
I 
which coneerns were to be served under the Act. 
Congress had proVided that a small business mus1 be one which is 
independently owned and operated. Thus the fJUes·tion of a £1filiation arose. 
When several concerns operate under common ownership. comJon control. or 
operation by agre.,.,nt the several conoerna involved are o:onsidered as 
one for purposes of classification. If a concern can pro~ that the ex-
istence of these conditions is not significant or substant~al then ·the 
finding of affiliation is not war.r~ted. 
The standard for the procurement assistance programs is only 
I 
that the concern involved must have no more than 500 emplorees to be 
certified for eligibility under the program. I 
The standards for loans and other services of th~ Administration 
I 
vary with the type of concern involved. A manufacturing cfncern is con-
sidered small if it has 250 or fewer employees, and large ~f it has more 
I 
than 1.000 employees. Those concerns employing more than 250 and fewer 
than 1.000 must be judged as either small or large accord~g to ·the 
I 
particular industry and its employment size standards. .Any wholesale. 
I 
concern whose annual sales amount to less than $5 ~ooo.ooo ~s considered 
small. Retail concerns are classified as small if their Jmual sales are 
$l.ooo.ooo or less except in the case of retailers of gen~ral merchandise 
I 
(department stores. grocery stores and automobile dealers) 
1
where the sales 
must not exceed $2.000,000. Construction firms qualify as lsmall if their 
I 
I 
I 
16. 
I 
average annual receipts for three previous years were less! than 5 ,000,000 
and trucking and warehouse firms qualify if their annual rFceipts are 
~ 2,000,000 or less.* 
The above standards appear to be the best of tho 6e evolved. Th~ 
I 
upward revision in sales quantities from the Department of l Co~~erce's de-
finition represent the rising price levels since World War l II and a desire 
to include more of our business establishments in the small classification. 
The use of flexible standards is a recognition of the com~lexity of set-
1 
ting t hese standards. Consideration is given to the nature of t he product 
I 
produced as a determLn.ant of the scale of operation. ThesEf realistic 
standards serve as a basis for the formulation of AdministJ ation policies 
as a guide for serving and representing small business. 
B. Number of Small Firms 
Using the standards set up by the Small Business IAci'llinistration, 
on t he basis of Department of Commerce estLnates of the to J al business 
population, a graphic presentation of t he number of small J( sine ss con-
cern s is shown in Chart I·** From t he graph it can be seel t hat small 
bus i ::1ess comprises 94 per cent of manufacturing and wholes,aling firms, 
96 per cent of retailing firms and 99 per cent of the servilce trades. 
Thus approximately 96 per cent of an estimated 4,212,400 bu[siness f irms 
I 
are small as defined by these standards. These small f irms
1 
account f or 
ab10st one-half of t he total value of goods or services pr~duced. 
* 32,pp.7-9J 
**3l,p.6 
17. 
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.::::1 4, 045,000 or 96% of total 
b I • 9s1.ness 
population 
<1 535,000 or 95~~ lor mise., 
i n!surance, real I . 
esttate 
<1 410,000 or 95% pf contract 
coh struction 
I 
d. 730,000 or 99% ~ f service 
I 
I 
<11,780,000 or 96% of retail 
I 
<1270, 000 or 94% lo f whole sale 
;no, 000 or 94% olf manuf. 
I 
Estimates of Total Bu siness Populat ion by u.s. 
Department of Commerce and estirn.ates of the 
number of small business con cerns by t he Smal l 
Business AQmi n istration. 
'"· 
CHART IA 
BREAKDOWN OF LABOR FORCE 
Per cent 
BY SIZE OF THE BUSINESS I UNIT//: 
1953 
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Source: Compiled from date in the Statistical Abstr~ct or t he 
United States~· Washington, D.c., U.S. 1 Bureau-of t he Census. 
18A 
19. 
c. Other Considerations of Smallness 
Size is not the only measure of smallness. ConJ,ideration must 
be given to the type of management and the limitations of ~he market. In 
most small businesses the ownership and management are u'"flly vested in 
the same person or persons and there is an absence of spec
1
ialization ot 
function among the officials ot management. Financing musr be done throu~h 
looal banks and through friends as these firms are, tor the most part, un• 
I . 
able to sell their own stocks and bonds in the market. Owners and employees 
I have a pt~raonal relationship and the success ot the firm. ia largely de-
pendent upon the willingness of the customers in the local J market to buy 
the products or services produced. 
D. The Small Business Population and Its Importan~e 
1. 1948 Census of Business Data 
By looking at the areas ot small business, in the light of the 
1948 Census of Business. a picture oan be obtained of the ' reas in which 
small business is important. 
a. Distribution The business ot distribution includes both re-
I 
tailers and wholesalers. In 1948 there were about 1.7 million retail stores I. 
in operation. This number has remained static since the 1939 Census. These 
I 
stores account for almost half ot our separate business enterprises.* The 
great majority of these stores had annual ~ales of less thJ n $20,000. Even 
I though the retail field contains large department stores, chain stores, 
and mail order houses. it is essentially small business. J he great majority 
I 
of wholesale houses are small. 'Wholesalers with 100 or molje employees make 
* 33.p.9 
up only 2 per cent of the total Wholesalers.* According to Census figures 
there are 244,705 wholesale establishments in the United States. The total 
number of wholesalers has shown a 22 per cent increase from the 1939 Census. 
Total sales by wholesalers amounted to 190.5 billion dollars.** Ninety-
two per cent of these Wholesalers had annual sales under 3 million dollars, 
thus putting them in the small classification under Small Business Admjn-
istration standards. 
b. Service Linea Service Lines consist of such establishments as 
barber shops, cleaners, laundries, restaurants, and automobile service and 
repair shops. The total number of these firms showed a 1.9 per cent de-
crease from the previous Census of 1939. The great majority of these f~s 
employ from 0 to 19 employees~f In 1948, 53 per cent of the 630,000 f~s 
hired no help. Another 34 per cent hired £'rom 1 to 3 employees•*** Entry 
into this group requires very little capital and the mortality rates are 
high. Business services, amusements, and hotels make up the larger service 
enterprises. In these larger enterprises the average employment was 
approximately 100 employees. Service industries are playing an increasingly 
important part in our econo1ey as technological innovations allow us more 
free t~e to enjoy recreational activities. 
c. Manufacturing Manufacturing is an area of business in which 
considerable capital is required for entry. Many of the enterprises are 
incorporated, and operating and accounting records must be kept. Aooording 
to the 1947 Census of Manufacturers, the 240,881 firms engaged in manufac-
turing account for only 6 per cent of the total business enterprises in 
* 3,p.26 
** 35,p.7 
*** 34,p.9 
#.O employees i nd i'cates t he owner operates the business h imself 
20 • . 
operation, but they employed 14.2 mi llion persons and paid salaries and 
wages totalling 39.7 billion dollars. In manufacturing , an estimated 
220,000 small manufacturers account for 30 per cent of t he total output 
a.nd 20,000 large manufacturers account f or 70 per cent of the total.* 
The number of employees per firm in manufacturing is far different from 
that in retail trade and service lines. Using the Department of Commerce 
estimates as stated in Chart I it can be seen that mnall manufacturing 
constitutes 94 per cent of the total manufacturing firms and employs about 
22 per cent of the total employed in manufacturing . Because of the compe-
tition from the industrial giants, government aid to small business has 
been concentrated here; especially in helping the small manufacturers ob-
tain a share of government contracts f or defense purposes. 
E. The Number of Small Firms 
Our econrunic structure embraces 4,200,000 distinct businesses 
producing millions of products and thousands of varied services. By t he 
standards of the Small Business Adnlinistration 4 , 000 ,000 of these are con-
sidered small. The estimated number of small firms by industry division 
is shown in Chart I and is as followst 
Retail trade•••••••••••••••••••••••••• 
Service industries •••••••••••••••••••• 
Contract construction••••••••••••••••• 
~6a.nufe.ctur ing • ••••••.••••••••••••••••• 
Wholesale trade••••••••••••••••••••••• 
All otherS•••••••••••••••••••••••••••• 
1,790,000 
730 ,000 
410,000 
310,000 
270,000 
535,000 
The number of businesses has increased more rapidly than the 
population. In 1854 our country had 310,000 small firms and a total popu-
lation of 26,500,000. Today there are 4,000,000 small businesses and a 
total population of 162,000,000. The population has increased about six 
* 36, p .23 
21 . 
times while the number of small firmr ha:lrincreased nearly 13 times.* A 
big reason for this increase has been the large decline which has taken 
place in our farm population thus freeing workers for employment in industry. 
The U.s. Department of Commerce has: estim: a ted the total busine~ s; 
population for the years since 1929. These figures appear in Table I. By 
using statistics of earlier years from the Dun and Bradstreet Reference 
Book the Department has supplemented its figu!'es to cover the over-all 
- . 
total number of firms from 1900 to 1929•** 
The figures since 1929 reveal that the number of firms in oper• 
e.tion has been constantly increasing. There have been twQ periods in whiV 
the number of firms has decreased - the depression years and World War II. 
In the~pression years of 1930 to 1933, the number of firms en-
gaged in manufacturing declined by 35 per cent, and contract construction 
declined by 21 per cent. In the -wholesale. retail, and service industries 
there was only a 5 per cent reduction•*** 
During the war years of 1940 to 1945 manufacturing firms in-
creased, while retail firms decreased by 12 per cent. Similar drops took 
place in the ~olesale trade, contract construction and service industries. 
One reason for this drop was the calling of the proprietors of these firms 
into the armed forces and the other reason was the una._ilability of mer-
che.ndise to sell because of the diversion of materials to war production•**** 
Since World War II business firms have increased by approximately 
35 per cent. The increases have l:feen dW!I, in large part. to servicemen 
who have returned to start up small businesses of their awn. 
* 22!;,p.66 
** 6;p.3 
*** &··p~4 
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TABLE I 
NUMBER OF BUSINESS FIRMS IN OPERA'riON 
Annual Averages in Thousands . 
c,~ Mf~nlq: w/loUSAt.J" Rhilln .. F/111/JN(/: ~VIc:=~- "'TdTAL.. TNS"'RA.Nt.l' A~L "',i.i_ 
.YI:'liR .. ~~ Hlf>M,IG FRA~ .1:" ,~,~ 10/t~ /A/l)(.fSTR/J:"S 07##-:R IAJ~STI{"II:r ... 
. 1900 1,660.0 
1910 2 ,100 .0 
1920 2,580.0 
1929 233.0 257.6 114.9 1,341.1 324.8 670.5 155.2 3 ,097.1 
1930 '229.4 228.5 113. 8 1,339 .2 323.5 679.2 148. 7 3 ,062.3 
1931 217 . 8 195.6 111.6 1,330.1 313.7 67.], .6 143.4 2,984.0 
1932 -201.5 166 .7 109.8 1,314.8 296.0 669.9 138 . 9 2, 894.5 
1933 184 .7 167.1 no.o 1,304.4 289.1 652 .1 139. 8 2,847.2 
1934 179.1 188.4 118.0 1,351.9 290.1 672 . 6 151.5 2,951.7 
1935 179. 8 205.7 122.0 1,403.8 291.8 699. 8 162.2 3 ,065 .2 
1936 •191.5 211.7 128.1 1,448.5 283.8 714.9 167.5 3,146.0 
1937 199.0 215.4 132.9 1,489.5 287.2 718.7 172.4 3,215.0 
1938 193 . 6 203.4 130.2 1,472.7 293.7 689.0 169 .2 3,151. 8 
1939 199.7 223.0 137.0 1,558.9 306.0 701.8 179 .2 3,305.6 
1940 .199.2 226.7 146.8 1,596.0 310.5 718.3 185.3 3,382.8 
1941 186 . 8 235.3 155 .1 1,590.1 305.8 705.8 184.6 3 ,363.6 
1942 177.2 237.9 . 156.5 1,541 . 8 312.4 699.2 177.2 3 ,302.2 
1943 157.5 238 . 8 141.5 1,400.3 301.2 652.5. 153.3 3 ,045.1 
1944 153.4 245.2 146.1 1,393.3 312.3 657 .1 154 . 8 3 ,062.2 
1945 160 .1 253.2 . 186.0 1,356.2 325.4 '706 . 0 171.1 3 ,258 .4 
1946 199 . 0 264.0 208.9 1,458 .4 337.6 772.8 195 .4 3 , 605.4 
1947 268 .1 302.5 242.7 1,627.0 344.7 830.5 214 .6 3 , 879.0 
1948 310 .3 315 .4 254.8 1,730.0 346.3 854 .1 222.5 3 ,976.4 
1949 338 .9 322.5 260.1 1 , 78 2.7 351.2 868 . 6 241.3 4,165.3 
1950 342.5 317.6 263.3 1,802.8 354.6 865 . 4 238.1 4,294.3 
1951 345 .3 322. 8 268.6 1,820.9 359.3 863 . 8 245.6 4,226.3 
1952 348 .0 327.0 276.0 1, 837.0 362.0 872 . 0 251 .0 4 , 273 .0 
1953 355 .0 327 .0 275.0 1~849 .0 367.0 876.0 248 .0 4 ,287.0 
1954 363 . 0 322.0 276.0 1,850.0 373.0 876.0 251.0 4,298 .0 
Source: u.s. Department of Co~merce stat istics. 1949-1954 figures are from 
Survey ?f Curren~ Business, v.34, No.11, November, 1954, PP• 2-3. 
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-It is important to remember that practically all new businesses 
are small enterprises. It is only after long periods of seasoning and 
expansion that some of these firms develop into big businesses. Thus these 
figures, showing an ever-increasing number of new business formations, 
would appear to give credence to the stamina of small business in the face 
of . threats from big business. However, small business must do more than 
merely survive. It must be allowed to grow and prosper in a favorable 
economic climate. 
F. Economic Significance of Small Business 
Since 1929 there has been a tremendous increase in our standard 
of living which has resulted from a rise in disposable personal income. We 
have shifted from a producing economy to a consuming economy. Since 1929, 
per capita disposable income has increased from $1,059 to $1,533 in terms 
of 1953 prices. This increased ability to spend along with more leisure 
time to enjoy recreational activities and the greater number of new products 
on the market has led to the development and growth of our retail, manu-
facturing, and service enterprises. Since 1929 the business population has 
increased 39.1 per cent while human population has increased 31.1 per cent.* 
The economic structure of the country is based upon the co-existence 
of big and small business and the maintenance of favorable relations between 
the two groups. Big business is, in the long run, dependent upon small 
business. The automobile industry as it has developed in the United State s 
is an excellent example of this co-existence and dependency. Here the huge 
manufacturers are successful because thousands of independent dealers, who 
* 3l,p.14 
are small businessmen. sell and servfce the cars which these manuf'acturera; 
produce. 09r large oil companies also depend upon the small service station 
operators to sell their gasoline and oil. Records of the United St&te~ 
Patent Office reveal that 35 per cent of the patents issued between 1921 
and 1938 went to small and medium-sized business enterprises and 43 per cent 
went to individu~s.* This indicates that our small businesses do much to 
foster invention. 
G. Recent Trends in the Position of Small Business 
In the past year small business has not fared too well. The active 
merger movement today is due in part to the inability of small firms to ob-
tain adequate financial assistance. From 1951 through 1953 the gross sales 
of small manuf~cturing concerns dropped 10 per oent while the gross sales 
of the large manufacturers were Showing more than a proportionate gain. 
The mild recession which began in the summer of 1953 and continued through 
the swmner of 1954, showed that the earnings of large firms dropped slightly 
while the earnings of the smaller firms were considerably reduced. 
Earnings for small corporations began dropping sharply in 1951. 
By the end of the year earnings before taxes had fallen 15 per cent below 
the average of the 1947-1949 base period from a height of 40 per cent above 
the average in 1950•** In the last half of 1953 and in early 1954, earnings 
dropped even further to 40 per cent below the average of 1947-1949. For the 
large corporations the earnings before taxes reached a point 72 per cent 
above the average in the latte,r- part of 1950. Earnings since that time ha-ve 
been reduced but not nearly as Sharply as those of small firms. As of mid-
* 10.pel6 
** 22,p.68 
1954 the earnings of larg~ corporations were still 44 per cent above the 
1941•1949 base period.* 
Several factors have helped to put small business at a .relative 
disadvantage in the post-war period. Among these factors are inflation, 
governmental policies, unfavorable tax laws, union polioie~ and taoticm, 
and changes in consumer preferences•** Inflation has increased the amount 
of money needed to carry on a business. High distribution costs and pro• 
hibitive research costs have hurt small business. Large firms were en-
couraged to expand during World War II by the tas amortization program of 
the government. The large firms have followed programs of diversification 
and have branched out into fields which were previously dominated and con-
trolled by the small firms. 
The drop in both sales and earnings in 195S and early 1954 forced 
the small businessman to enter into intense competition. It signaled the 
arrival of a definite buyer's market. .Although both sales and earnings 
figures have shown considerable increase the late 1954 and early 1955 
evidence still shows that intense competition and a buyer's market prevail. 
Competition exists not only between firms but between whole industries. 
Emphasis in selling in today's market must be placed on factors such aa . 
design, packaging, styling, novelty, or quality. Under these conditions 
the prudent small businesaman should work towards improving his product, 
better merchandising and more efficient plant operation. Sellers must work 
together on an industry-wide basis to maintain or increase their share of 
the consumer's dollar. 
* 32,p.ea 
** 32,p.l4 
H. Small Business Failures and New Business 
Incorporations 
According to figures compiled by the Department of Commerce. new business 
incorporations reached their highest point in 1953. In this year there 
were 102.545 new incorporations compared with 92,819 in 1952'. For the first 
six months of 1954 this trend continued. The number of incorporations 
amounted to 57.890 which is a 6 per cent increase over the preceding year.* 
This increase in the number of incorporations indicated that many small 
businessmen look with favor upon the advantages of incorporation. This 
increase also reflects the growth and expansion of our economy and the 
opt!imism of businessmen in the future of the American economy. However 1 
all is not bright. Department of Commerce figures also show that on the 
basis of post-war experience, 1944-1951, there was just an even chance that 
a new business would last two years under the same management. There was 
only about one chance in three that the firm would be in business at the 
end of four years. But if the business survived the first five years, its 
chances of continuing were seven out of eight. 
I. The Rate of Failure 
In 1954, 11,086 businesses failed compared to 8,862 in 1953•** 
Records compiled by Dun and Bradstreet show that for the first four months 
of 1955 there were 3,757 failures. Chart II shows the number of business 
failures in the United States from 1900 to 1953. The peak period of 
failures in each of the years 1949-1954 has been o onsiderably below that 
of any other year in the last half century except for the period immediately 
after World War I and the war and post-war years of 1941-1948. In 1954 the 
average weekly failure rate was 225 compared with an average for the years 
* 32,pp.l3-14 
** 3l,p.7 
zv: .• 
1900 to 1953 of 264. The trend in failures in the past two years has been 
upward due in part to the more competitive business conditions which have 
prevailed throughout these years. 
As was mentioned earlier, by far the greatest percentage of fail-
ures occur within the first five years of operation. If a firm does survive 
these early years it has a much better chance to continue on for many years• 
Since most new firms are small firms, one cannot help but conclude that the 
greatest percentage of failures occur among our small business firms. A. 
survey made by the Department of Commerce in March, 1954 bears out this fact. 
The 1,102 failures for that month were broken down into classifications 
according to their total liabilities at the time of failure. The results 
were as follows:* 
Total Liabilities Number of Firms 
Under $5000. • • • • • • • • • .114 
$5, 000-$2:5~, 000. • • • • • • • • .558 
$25,000-$100,000 ••••••••• 296 
$100,000-$1,000,000 •••••••• 102 
$1,000,000-and over •• • • • • • • • 2 
This constant turnover does not appear to be a characteristic of 
any particular industry or trade. The fact that the business population 
is constantly changing is an assurance that competition is a vital force 
in our economy. If firms never failed there would be no effective force 
for maintauning efficiency. If new businesses are to be started, they 
must do so largely by replacing firms already in existence. The high rate 
of turnover indicates that individuals are willing to test their skill and 
knowledge and risk their capital in these new enterprises. 
* 2'.6,p.6 
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CHART II 
Number of Corrunercia1 Failures in t he United States 
1900 - 1955 l 
35,0~ r 1 
. . • ; :! 
30 ,000 
25,000 
20,000 
15,000 
10,000 
5,000 
6 
f ., • 
1900 1905 1910 1915 1920 1925 
Source: Compiled f rom Dun & Bradstreet Statistics. 
1930 
31, 82, 
--
1935 1940 1945 
1 
• 1950 1955 
_j 
~ j3) 
~ 
J. Reasons Bor Failure 
The word "failt~e" is one which is loosely used in business 
parlance. Failures may be of two types - economic or legal. In an 
economic sense a business is a failure ~en the net return on the capital 
invested, after allowing for the risk involved, is considerably less than 
the prevailing interest rate on capital. A corporation is a legal failur~ 
when the corporate assets are insufficient to meet the legally enforcible 
demands of creditors. Nearly 40 per cent of the so-called failures are of 
the first type. In these cases the owner of the business d eoides to close 
up shop and retire or he may decide to merge his firm, with another firm.. 
This decision on the owner's part may very well be due to the firm's in-
ability to make a profit but his decision is his own and is not forced upon 
him. 
In the oases of legal failure, incompetent management is the major 
cause. A Dun and Bradstreet survey into the causes of business failure 
makes the following observations:* 
* 2l,p.67 
1. 50.3 per cent resulted from ino~petenoe. That 
category included basic miscalculations of the 
market for the product made, merchandise carried, 
bad choice of location, and uncertain estimates 
of overhead. 
2. 16.8 per cent resulted from unbalanced experience. 
Under that heading Dun and Bradstreet included 
failures due to the operators not being well-rounded 
in finance, promotion and related functions. 
3. 11.3 per cent resulted from lack of managerial skill 
in handling pivotal operations such as work-flow in the 
plant display in the st·ore, inventories, customer-
credits, or labor relations. 
4. 11 per cent resulted from lack of experience in 
a particular line. This factor predominated in 
such cases as the shift of a manufacturer from 
compacts to television set components. 
s. Only 4.9 per cent of these failures are explained by 
neglect of the business; 3.5 per cent are due to fraud; 
1.3 per cent due to disaster and .9 per cent due to 
reasons unknown. 
Through all of these reasons for failure funs the question of 
adequacy of financing. Small business has always suffered from an inability 
to obtain adequate financing, particularly that of the long-term variety. 
Adequate financing is necessary to buy and produce goods in quantity and 
for additions and improvements to plant and equipment. The subject of the 
next chapter is problems of financing small business. 
Just as the life of our nation undergoes changes, so must our 
small business population. As the local market undergoes changes, shifts, 
and is reborn, so will changes occur in our nu:inber of small business enter-
prises. Our democratic system needs the dynamic element of new, independent 
ventures to keep competition alive. Instead of attempting to prevent 
excessive failures or discontinuances by obstructing freedom of entry, 
emphasis must be· placed en aiding newcomers to the business field and also 
those already doing business.* Our economic system, however, cannot afford 
to subsidize the incompetent and inexperienced in their business ventures. 
To do so would hurt our capitalistic system. 
31. 
III• The Financial Problems of Small Business 
Most writers on the subject of Small Business emphasize three 
main problems with 'Which small firms must deal. These are: (1) a. need 
for skilled management; (2) a need for obtaining tax relief; and($) ~ 
need for obtaining adequate financing. Utmost importance, in current dis-
cussions, has been attached to the financial problems of these firms. An 
e~ple of public thinking on this matter is atte,ted to by the fact that 
in recent years nearly 400 bills have been introduced in Congress concerning 
small business.* The majority of these bills dealt with financial aid or 
protection. Both the quality of management and the situation as regards 
taxes ha~ an important effedt upon the financial situation of a fir.m. 
A. Management 
Many authorities believe that the caliber of management is the 
most decisive factor influencing the success or failure of the small enter-
prise. The Dun and Bradstreet survey presented in the preceding chapter 
shows that 89.4 per cent of the business failures in 1953 were the result 
of inefficient or incompetent management. Financial aid to most firms in 
this category would have done little more than to put off the ultimate 
failure of these firms. 
The nature of a small business operation demands a well-rounded 
knowledge of all phases of business operation. The small businesmnan is 
required to possess a variety of skills while the big business executive 
need be an expert in only one field. The small businessman must, for 
example, be able to prepare sales campaigns, have a working knawledge of 
finance, hire and fire employees, and negotiate with the buyers of the 
product he produces or sells. I£ the small businessman does not acquire 
a working knowledge of management fundamentals he puts himself at a great 
disadvantage. 
B. Management and Financial Problems 
Management weaknesses will eventually show up in the finanei&h 
statements ot the firm. Failure is too often attributed wholly to lack ot 
capital rather than looking deeper into the underlying causes of the fail-
ure. The Federal Reserve Bank Presidents have pointed up this fact in a 
report to the Patman Subcommittee on General Credit Control and Debt 
Management. They said: 
"Lack of capital does not appear to have been a 
dominant cause ot business failure. The most important 
factor in success or failure ot a business appears 
to be the quality of the management. Once a business 
gets into difficulty, the difficulty will probably 
sooner or later show up in the capital account, and thus appear 
superficially to indicate lack ot capital. Increased 
capital or credit may temJorarily alleviate the distress, 
but the basic cause of the difficulty appears to be in the 
quality of the management, its skill in picking business 
opportunities, in getting business, in operating a plant, 
shop, or store, and in controlling expenses."* 
c. The Effect ot Taxes 
In 1953, while the net sales of the large firms were remaining 
relatively stable, th~se ot the smaller firms declined rapidly. Chart III 
shows the earnings "before taxes of both small and large manufacturing con-
earns. The peak ot earnings before taxes was reached in 1950. At this time 
earnings of large firma were 73 per cent above the base period average of 
1947-1949, while the smaller f~s earnings were only 40 per cent higher•** 
By 1951 the earnings of the smaller firms had fallen considerably below 
the base period earnings while the larger firm's earnings continued to be 
* 37 ,p.791 
** 3l,p.2l 
higher. During 1952 and 1953. the earnings of large firms continued to 
increase and those of the smaller firms continued to deorease until they 
were less than 80 per cent of what they had been during the base period•* 
This decrease in earnings has forced some of our small businesses. part-
icularly manufacturing conoerns. into dire financial straits. 
Small business has little chance of financing expansion through 
the retention of earnings because· .of our tax structure. Chart IV shows 
the earnings after taxes of both small and large manufacturing conoerns. 
It can readily be seen from this chart that earnings after taxes were 
higher than the base period for the larger ftMns while the earnings of' the 
smaller firms were less than 70 per cent as great as they were during the 
base period. 
D. Changes in Tax Laws 
The current Republican Administration has come to the aid of' 
small business by proposing some important changes in the tax laws. 
President Eisenhower expressed his feelings on this matter in his first 
State of' the Union message. He said: 
~e must develop a system of taxation which will impose 
the least poss1ble obstaole to the dynamic growth of 
the country. This includes particularly real opportunity 
for the growth of small business.~** 
The key changes which have been made in the Internal Revenue 
Code of 1954 are as follows:*** 
1. Depreciation 
Property acquired in 1954 and hereafter will be depreoiated by 
the use of the declining-balance method at twice the corresponding straight-
* 3l.p.23 
** 32,p.20 
*** 32.pp.26-27 
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line percentage. The percent~ge is applied to the unamortized balance 
rather than the first cost. This permits tax-tree recovery of a large 
percentage of the costs of the property in the early years of its use. 
2. Treatment of Surplus Accumulations 
Section 102 of the Internal Reven~e Code penalizes a fir.m for 
the excessive retention of earnings. The "immediacy test" which required 
an immediate use of the funds to justify the retention of e~nings has been 
eliminated. The first tso.ooo of earnings accumulations is exempted from 
earnings. This test has been used only for personal holding companies and 
family corporations so far. 
3. Carryover of Losses 
The bill increases the net loss carryback from one year to two 
years. The five-year carryforward of losses is continued. Losses may be 
offset to a somewhat greater degree. 
4. Research and Development Expenditures 
A.. small business which does not have a research and development 
budget may deduct its research outlays as current expenses or it may 
amortize them over a term of five years. 
5. T~tion of Dividends 
The pr&rits which a corporation makes are taxed twice. The first 
tax is levied on the corpora.te earnings and then the dividends which the 
'lecur'ity holder receives from the earnings are taxed again. The new law 
ll1ows the stockholder to exclude from his ta2able income the first $50 of 
dividend income that he receives each year. The stockholder can also deduct 
4 per cent of all dividends received after July 31, 1954 from the final tax 
liability rather than from taxable income. 
36. 
These changes have aided both small and large businesses. The 
increased depreciation deductions have helped small f~s which are unable 
to expand under iresent conditions. However, these in~reased deductions 
have also aided large firms so that little competitive advantage has b~en 
gained by the small firms. A solution to this problem would be to deny the 
increased deductions to large firms, but because of political pressures 
this is not feasible. 
Easing the double taxation of corporate dividends has also aided 
both large and ~11 firms. Small firms will benefit most in the long run 
as the increased amount o£ venture capital available will be diverted to 
the new, growing enterprises. 
Many small corporations have voiced their objections to the Mills 
plan for acceleration of tax payments. In 1955, corporations will have to 
pay half of their 1954 income in March and the remainder in June. Also in 
1955 corporations must estimate their taxes for the year and make payment 
of a portion of the tax this year. In answer to the objections of the 
smaller corporations, which would have had to undergo unnecessary hardship 
in paying both 1954 taxes and a part of 1955 taxes in the same year, the 
new tax law provides that firms which estimate less than $100,000 in ta:xes 
owed for the year are exempt from making payments in that year. 
It is still too early to tell what the results of the 1954 tax 
law changes will be. A loss in anticipated revenues of the Treasury 
Dep~tment has resulted from these changes. The Democrats, who are in 
control of Congress, claim to have found more than 70 loopholes in the 
tax law. Two hoopholes dealing with reserves for expenses and the tax-
ation of prepaid income have already been repealed by Congress and 
37. 
Democrats say that there are more changes to come. At thi s time it appears 
unlikely that there will be any further tax outs and as the loopholes i n 
the 1954 law are plugged tax i ncreases may r esult . Treasury officials 
claim that t he Federal Government cannot afford to suffer any furt her losses 
in r evenue t hrough tax cuts . 
E. Results of Surveys of Financing Needs 
In recent years two important surveys have been made regarding 
the financial problems of our small firms. One of these surveys was made 
by a government agency. the other was made by a private agency. These 
surveys help to focus on the problems of the small firm. Here the small 
husinessman is able to present his ovm opinions and experiences in meeting 
and handling these problems. 
1. Department of Commerce Survey 
This study was made by the Department of Commerce. Office of 
Business Economics. The sample wast aken for the year ending June. 1950. 
It included small and medium size retail trade and manufacturing concerns 
which were in existence during the first quarter of 1948. The findings 
were published in an article by Mr. Loughlin F. McHugh in the Survey of 
Current Business.* The most important findings can be summarized as 
follows: 
a. The results would seem to show that the capital needs of 
small firms had been satisfied during the 1948 to mid-1950 period. Almost 
85 per cent of the manufacturers and 95 per cent of the retailers covered 
by the survey reported that they had an adequate supply of funds available. 
* 23.pp.l7-24 
Reports also indicated that these businesses were able to obtain a 
substantial amount of intermediate and long-term credit. 
be other considerations, however, do not make matters look 
bright. The total of unfilled demand for funds, as reported by the re-
spondents, waa almost one-sixth of the total aggregate demand. A good 
part of this demand was for capital funds and the need was primarily for 
borrowed rather than equity capital. The reasons for the preference of 
borrowed capital over equity capital is due to the (l)low interest rates 
prevailing today for the use of borrowed capital, (2)interest on borrowed 
capital is dtduotible from income before computing tax liability, (3)high 
tax rates which make the use of borrowed capital preferable. The sample 
did not include newly-started concerns or any firms that operated without 
any employees other than the owner. The great number of new firms and 
no-employee firms which exist and were not included undoubtedly means that 
the needs of small business were understated. ~y respondents felt that 
the conditions under which the long-term loans were granted were gner.ous• 
They felt that lenders wanted more collateral than the size of the loan or 
the condition of the business warranted. 
In conclusion Mr. McHugh states: 
"Despite the growing importance of term borrowing in 
the post-war period, information revealed by the pretest results 
suggests that the availability of long-term fund still con-
stitutes one of the major problems in small business financing. 
In the absence of more adequate equity financing it appears 
that a considerable unmet demand for long-term borrowed capital 
exists among smalt business firms ••••••• Other studies, such as 
that of' the Federal Reserve Board in 1946, show that the bulk 
of' term lending to small business is from one to three years. 
On the other hand, the pretest information obtained suggests 
that a significant portion of the unfilled demand for funds on 
the part of small business is for longer-term funds of from 
five to ten years."* 
* 23,pp.20-21 
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2. National Association of Manufacturers' Survey 
A more complete survey was made by the National Association of 
Manufacturers' Committee on Industrial Problems in 1950. The Association, 
which is made up largely of smaller manufacturers sent out a questionnaire 
to all its members through-out the country except a few very large firms 
. 
and a small number of non-manufacturing associate members. ~uestions asked 
included the type of business, the form of organization, the number of em-
ployees, the net worth of the firm, the amount of funds needed, and whether 
or not the government had aided small business. Replies were received from 
3,234 respondents engaged in all types of manufacturing.* Table II classifies 
the respondents by the number of employees while Table III classifies them 
according to net worth. 72.6 per cent of the respondents ha.d fewer than 
250 employees and 66.8 per cent had .less than $1,000,000 in net worth thus 
classifying them as small businesses by most standards. 
In response to the question, "Are you in immediate need of add-
itional funds for financing your business?", only 12 per cent said that 
they were in immediate need of additional funds. Table IV shows the re-
sponse to this question by the size of the business. 28 per cent of those 
firms having fewer than 100 employees needed additional funds, while only 
8 per cent of those firms having over 251 employees had any need. 
To compare the past financial experiences of these firms with the 
current ones, respondents were asked if they had failed to obtain funds 
when needed during the past ten years (193i9-1949). Only 7 percent of the 
3,221 replies indicated any failure to obtain funds during these years. Of 
* 8,p.10 
those indicating a failure to obtain fUnds in the -past ten years. 63 per 
cent were still in need o£ funds in 1950. 
As to types o£ funds preferred by the l!l8.D.uf'acturers the term 
loan was most popular with 39.0 per cent favoring them. Commercial loans 
were favored by 27.3 per cent followed by bonds and mortgages 20.4. common 
stock 7.3. and preferred stock 5.1 per cent. 
According to the survey funds were needed for working capital 
purposes. plant and equipment. expansion o£ the business, and to retire or 
refinance outstanding debts. or those answering147 per cent needed funds 
for working capital purposes, 33 per oent needed them for plant and equip-
ment and expansion, and the remaining 20 per cent was needed for refinancing 
and retirement o£ debt. 
The amount o£ financing sought was small. About 46 per cent 
needed less than $75,000. Over two-thirds wanted less than $150,000, and 
those Who wanted more than $1,000,000 were less than 5 per cent. In general 
the larger the company the greater was the amount o£ financing needed. The 
larger companies tended to rely on the sale o£ bonds and stock and the use 
o£ mortgages to obtain their fUnds; while the smaller companies relied on 
commercial and term loans. 
The respondents who had failed to obtain needed funds were asked 
the reasons for this failure. Their answers to this question are presented 
in Table v. It must be remembered that these reasons represent the opinions 
of the borrowers not o£ the lenders. Almost 50 per cent felt that the 
reason they had been denied funds was the lack o£ acceptable security or 
collateral. The problems encountered in obtaining funds vary according to 
the types of funds needed. In commercial loans the major problems are 
41. 
Table II 
Classification of Respondents to N.A.M. Survey 
(By number of emplo~rees) 
Number of 
Employees 
10 and under 
11-25 
26-50 
51-75 
76-100 
101-250 
251-500 
over 500 
Total 
Iifumber of 
Cases 
107 
257 
513 
334 
332 
798 
419 
461 
3,221 =IF 
# excludes 13 cases not reporting 
Per Cent 
of 'fetal 
3.3 
8.0 
15.9 
10.4 
10.3 
24.7 
13.0 
14.4 
100.0 
Cumulative Per-
centage from 
Lowest Class 
3.3 
11.3 
27.2 
37.6 
47.9 
72.6 
85.6 
100.0 
Source: Financing Small Business. New York , National Association of 
Manufacturers, 1950, p.8. 
Table III 
Classification of Respondents to N.A.M. Survey 
(By net worth) 
Approxim.a te 
Net Yiforth 
Under $25,000 
~~ 25' 000-~~49 ' 999 
$50 ,000-$74,999 
$75,000-$ 99 , 999 
3100,000-$249,999 
$250,000-$499,999 
~500,000-$749,999 
$750,000-$999,999 
Number of 
Respondents 
34 
63 
100 
90 
627 
616 
382 
214 
$1,000,000-$2,000,000 518 
over $ 2,000,000 536 
Total 3,180/1= 
Per Cent 
of Total 
1.1 
2.0 
3.1 
2.8 
19.7 
19.4 
12.0 
6.7 
16.3 
16.9 
100.0 
Cumulative Per-
centage from 
Lowest Class 
1.1 
3.1 
6.2 
9.0 
28.7 
48.1 
60.1 
66.8 
83 .1 
100.0 
# excludes 54 respondents who did not provide this information 
Source: Financing Small Business. New Yor k , National Association of 
Hanufa cturer·s-, - '!950, p .10. 
Number of 
Employe~ 
50 or less 
51 to 100 
101 to 250 
251 and over 
Total 
Table IV 
Need for Addit:Lonal Funds 
(By size of business) 
Are Fund:; Needed 
Yes- l\To - Total 
126 751 877 
96 570 666 
101 697 798 
72 808 880 
395 2, 826 3 '221//= 
=#=13 replies did not state nUI!lber of employees 
Per Cent 
Who Need Funds 
14 
14 
13 
8 
12 
Source: Financing Small Business. :rew York, National Association of 
Manufacturers, 1950, p.l4 . 
Table V' 
Reasons Why Funds Are Not Available 
Insufficient security 
Terms (maturity, interest rate) 
unsatisfactory 
Loans offered - too small 
Type of Busine ss · 
Bank asks for excessive guarantee 
Government interference 
Nobody will buy minority interest 
Full growth expansion 
Miscellaneous 
Total 
NUI!lber of 
Cases 
142 
33 
20 
17 
16 
15 
11 
3 
36 
293 
Per Cent 
of Total 
48 . 5 
11.3 
6.8 
5.8 
5.4 
5.1 
3. 8 
1.0 
12.3 
100.0 
Source: Financing Small Bu siness. N':m York, National Association of 
Manufacturers, 1950, p.l4. 
found in the loaning power and amoull.t of the current assets, the lack of 
capital, and the uncertainties of the general business outlook. These 
problems constitute about 71 per cent of the difficulties of raiat~ short-
term funds. About 78 per cent of the problems of term loans are covered by 
the following factors: too much short-term debt, inadequate oapital, and 
business uncertainty, new company, or an unwillingness on the part of the 
borrower to meet terms. The main obstacle against the sale of common and 
preferred stock is that the small firm cannot obtain funds through the 
organized security markets because of prohibitive costs and registration 
requirements. 
In conclusion, the manufacturers surveyed .were asked to comment 
on how they felt concerning government aid to small business both presently 
and in the future. The majority felt that the greatest contribution the 
government could make would be to establish a favorable economic climate 
and maintain it. It should leave small business free to tackle its o1m. 
problems. Almost 40 per cent of the suggestions states that the government 
should create a more favorable tax situation for the smaller firms. Another 
20 per cent of suggestions favored a "hands off" policy of government. 
Only 9 per cent suggested that the government should facilitate loans for 
business purposes. Most of the remaining suggestions dealt with ways in 
which the government could improve its own effic&ency. These suggestions 
show that small businessmen, as do b-usinessmen in general, prefer to carry 
on their endeavors with a minimum of government help and interference. 
Fe 'What the Surveys Show 
The conclusions ot the twc surveys do not differ in any great 
:ttespect on points that they both co"'irer. In both t.Casea the need tor 
immediate funds was not as great as would be ordinarily supposed. It must 
be remembered, however, that both surveys were ot a general nature. Both 
dealt with eBtablished t~s with good records and good credit ratings. 
Also these firms have been in relatively favorable positiom in these post-
war years due to the accumulation of liquid assets during the war years. 
The findings are heavily slanted to-ward manufacturing industries because 
the N.A.M. Survey consisted entirely of manufacturers. The problems of 
the manufacturer are oftentimes not the same as the problems of the retail, 
wholesale, service, and contract construction trade. 
These surveys show a modest need tor long-term capital tor those 
firms already established and it can be intered that newly established firms 
have an even greater need. The popularity ot both te~loans and commercial 
loans by banks demonstrates the ~jo:r reliance of small businessmen upon 
the commercial banks as a source oflrorking capital and for the financing 
ot long-term needs. The feelings ot respondents regarding the denying of 
loans by banks because of excessive maturities and unacceptable collateral 
is significant. Banks, although their first responsibility is to depositors, 
must re-examine their positions in ~1 attempt to make loan conditions wome-
what. less rigid, particularly for th1~ established firm. 
G. Other Consid1~rations 
Small f' irms need f'unds for survival and growth. Few businesses 
tail purel:t· because ot lack of' money.. On the other hand no business can 
grow unless it has an increasing ammmt ot funds. Additional funds may 
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temporarily keep a firm from failing. but unless the major causes of fail-
ure are removed the firm cannot sur1rive over a long period of time. In 
other words the granting of credit 1~o a firm can never take the place of 
the accumulation of capital by the 1'irm. The granting of credit. however. 
in the form o·f short-term loans. doe's allow other funds to be used for 
long-term purposes. 
Many small businessmen. when speaking of the "shortage of money" 
problem. state that the shortage of money prevents them from making the 
profits they could make if they were larger.* While this statement may 
seem sound from an individual stand~oint it will not hold true , if every 
firm in a given industry has access to larger amounts of funds. Some 
firms could not survive the intensified competition resulting from the 
increases in size. MOre demands for funds would result as competition 
increased and the demand would never be satisfied, which is as it should 
be in a competitive economy. 
Additional funds are not a auf'ficient condition for growth. The 
market for the firnlagoods must be eJ~anding o~ the number of firms in the 
industry must decline if the market is static. It is impossible for every 
small firm to grow large and powerfttl• For the dJli&Blic growth of our 
economy, however: , it is essential tl:.at small firms believe that they can 
become large and powerful•** Thus. complaints over shortages of funds are 
a sign that growth is taking place 1~ our economy. 
As was pointed out earlier the problem of adequate financing in-
cludes not only the problem of obtaining funds from outside sources; but 
* 11.p.s 
** ll,pe5 
also the ability of the firm to retnin earn ings. The high rate of 
corporate taxation hurts the small j ~irm e:a.pecially hard because no 
appreciable amount of earnings can be re i nvested. Until further t ax 
! 
relief is obtained small firms are being forced to seek financing which 
is external from the f~ itself. 
External sources of long-term funds and equity capital are in 
part limited because of the present tax situation. The net yield on an 
investment after taxes is oftentimes so small that the risk is not worth 
taking. The yield on tax-exempt state and municipal securities ~s very 
close to the yield on taxable securities. This feature makes the tax-
exempt bonds more popular particularly with the individuals in the higher 
income tax brackets. Corporations are shifting trom the use of equity 
financing to the use of bond financio.g because the Federal corporation 
tax laws allow the deducting of inte:rest charges from net profit before 
taxes. This is a big advantage to l 1u-ge firms but it is of little use to 
the smaller firms whioh are unable t1> finance through the use of bond issues. 
Further shrinkage of venture capital for small business has been 
occasioned by shifts in the patterns of individual saving•* There has been 
a general trend in recent years towards "riskless" grades of investments. 
A great deal of individual savings are today invested in insurance. savings 
deposits, and various types of mutual funds. Commercial banks are required 
by law and by the dictates of common sense to be conservative in the in-
vestment of their depositors' funds. ~agars of the various pension and 
trust funds are inclined towards the purchase of the so-called "blue-chip" 
investments•** They are interested ~rimarily - in safety of principal and 
* ll.p.e- -
** ll.p.6 
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not in capital appreciation of their holdings. The tremendous growth in 
our Federal debt has provided investors with a low risk and low income 
type of investment. This desire for the utmost security in investment has 
hindered small fir.ms from obtaining rreeded venture capital. Various 
agencies, both public and private, h~ve attempted to cope with this problem 
of furnishing venture capital. Their successes have so far been limited. 
In order to expand the supp!y of ven:l:;ure capital there must be more in-
vestors willing to assume the risks · ::~r else existing risk-takers must be 
induced to invest greater amounts. Our existing tax laws are unfavorable 
to increasing the supply of venture •l&.pital. 
In a study which was made hy the New England Council in the years 
1928-1929 the pl"Oblem of financing BI:tall business was stated as followss 
"The small company which has made good on a small scale and 
which wants to grow probab:.y always has been and always will 
be ill a difficult posit ion.. It often has no security except 
1tl _Q"Wn future ip~ss;b.ilitiE•s to offer; it may rent its man-
ufacturing space and, because of rapid growth, may have much 
of its modest surplus tied up in materials and receivables. 
It needs -additional capital for expansion of plant or operations 
and feels -that it is entitled to this capital. Nevertheless, 
the furnishing -of such -hel]/ is considered . in 'many quarters as 
outside the bank's functiOil ~ making it necessary for the- oo:in.pany 
to go without the needed ce.pital or to sell stock or to find 
additi~nal private capital. If it chooses to sell stock~ it 
often pays a prohibitive prioe· for its capital; if it succeeds 
in interesting private capital, this ordinarily necessitates 
surrendering control of the business - in many oases into hands 
less expert in its actual management."* 
The above mentioned study showed that a need existed in New 
England for an organization which could provide aid for new industrial 
venture and new branch industries in New England. The advent of the de-
pression prevented practical results from this study until 1940. In that 
* 5,p.49 
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year the New England Industrial DevE,lopment Corporation was founded.* 
Besides providing financial aid~ thts organization also provides engineering 
aid~ recommendations as to cost-accounting systems~ and other managerial 
assistance. The work of these development corporations will be dealt with 
in the next chapter. 
From the foregoing quotation it can be readily seen that the 
financial problems of small firms have changed but little in a. period of 
over twenty-five years. The main problem is essentially the one of ob-
taining suitable long-term financing with reasonable conditions as regards 
collateral~ maturity and interest rates charged. 
In this chapter an attempt has been made to show the general 
problems of financing small business. It must be recognized that the dis-
cussion is incomplete because no two firms face exactly the same problems 
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in their operations. Financial problems are often compounded by other more 
fundamental problems such as mana.ger:lal inefficiency and the lack of technical 
knowledge. If these fundamental prohlems are not recognized and resolved 
no amount of funds will make the firn a profitable undertaking. 
* 5~pp.49-50 
IV. Short-TarnL Financing 
In order to properly fina.I:.ce a business two types of capital are 
required. One type is known as equj.ty capital a.nd the other is known as 
loan capital. Equity capital represents ownership in a business which is 
held in the hope of obtaining a prof'i t in the venture. In the case of 
equity capital profits are paid only if earned. 
Loan capital represents the advance of funds to a business by 
individuals or financial institutions. The lending of these funds requires: 
fixed inte:eest J?llyments and repayment in accordance with the loan agreement. 
Short-term loans are considered to be those whose maturity rune 
for periods of one year or less. ~hese lo.ans are made mo~tly for working 
capital purposes. Term lending designates the field of longer-period credit• 
Term loan maturities run from one to ten years. This chapter will deal with 
the s ouroes of short-term financing open to the small businessman a.nd the 
succeeding chapter will deal With the sources of long-term funds and equity 
capital. 
A• The Need for Short-Term Funds 
After considering the results of the surveys mentioned in the 
preceding chapter and other surveys on the subject of financial problems 
of' small business it appears that in general the short-·berm credit re-
quirements of' small business are bei~g met satisfactorilY•* The needs of' 
small business f'or funds has receive:i much attention in recent years. Some 
of' this attention has been right:f'ull1f deserved but one must remember that 
there are many more small businesses than there are middle-sized or large 
* ll,p.S 
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businesses. hence partly the reason for the greater attention. The great 
number of individuals desiring fundu to start a busineu of their O'WI1. or 
to expand an al!'eady-established buuiness tends to f'ocus the public eye 
' . 
on the credit needs of small busineus. One must consider whether or not 
the demand for funds iB a dese!'ving one. 
In the questionnaire sur~•y conducted by the National Association 
of Manufacturers the replies as to i;he need for additional funds was de-
finite. Only 12 per cent of those Emswering the question said that they 
were in need of additional funds~f Thus 88 per cent said that they were 
not in need of additional funds. Most of' those who did claim inadequacies 
in financing were undoubtedly those with poor profit records or other in-
dications .of greater than average c:r·edit risk. 
' 
Another questionnaire sur1~y carried out by the Committee of New 
England among the members of the s~.ller, Business Association of New England 
in 1952 showed ifuat 94 per cent of the firlilll which tried to raise short-term 
funds outside the company after 194~i were able to obtain all or part of the 
funds they sought.• Most f'ir.ms rec,eived all the funds that they asked for. 
The commercial banks were the major· suppliers of' such credit. 
Twenty per cent of' . the ree1pondents were of the opinion that the 
customary suppliers of short-term c:r·edit were not adequate~y meeting the 
needs of New England small business. An interesting fact concerning these 
respondents is that the percentage feeling that their needs were not 
adequately met was higher for the f'j .rms which had not been able to obtain 
all the funds sought. and lower for those whose needs had been satisfied.** 
j See Table 4, page43 
* ll,p.s 
** ll,p.9 
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The borrowing experience of a small businessman would seem to color his 
feelings concerning the adequacy of the present financial institutions 
to serve his needs. 
These studies, along with other available evidence, show that the 
problem of obtaining short-term crec:it is not a general one and applies 
only to certain firms. Undoubtedly some deserving small firms have been 
denied credit but the number of suo!.. firms is small. I£ borrowers and 
lenders could reach a higher degree of co-operation and understanding the 
number could be reduced still furthe 'r. 
B. The Sources of Short-Term Funds 
The sources of short-term funds to which the small businessman 
may turn are many and varied. A partial listing of these sources includes 
the following:* 
1. Commercial bail.k:s 
2 ~ Insurance companies 
3 ~ Sale_ a finance companies 
4~ Factors -
5. Wholesalers ot suppliers 
6. Industrial bariks 
7. Small loan companies 
8~ Individuals 
9. Local Chambers of Commerce 
10. Government agencies such as Federal Reserve Banks, 
G.I. Loans and the Commodity Credit Corporation. 
To cover each of the above sources in detail would require more 
space than is available; therefore tne discussion will deal mostly with 
commercial banks with a brief mention being given to some of the other 
important sources. 
c. Commercial Banks as Sources of Loans 
Many small business borrowers do not realize or understand the 
* 8,p.25 
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£unctions of a bank. They ·do not auways real i ze the responsib i lities 
which a bank has to its depositors to safeguard their funds nor do they 
fully understand the nature of bank lendi ng. No attempt will be made here 
to describe the functions of a bank but an effort will be made to describe 
the types of loans which a bank can make available to t he small borrower. 
Surveys and stated opinior.s of both bankers and small businessmen 
·show that there is, in general, an ample supply of short-term credit avail-
able to small firms. Mr. Richard P. Chapman, President of the Merchants 
National Bank of Boston has this to say about the preference of bankers 
towards short-term loans: 
"Since substantially 90 per cent of (the bankers) loanable 
funds are supplied by his depositors, and are subject to 
withdrawal, his strong preference will be for notes running 
for relatiVely short periods of less than a year, and he 
will devote his keenest attention to the when and how of 
debt repayment. He has no funds to make semi-permanent 
investments in your business, and while he can legally 
make longer-term commitments, whether or not secured by a 
mortgage note, his available funds for such transactions 
are so necessarily limited that his requirements for a satis-
factory record of past earnings, asset position, particularly 
as to current assets, and immediate prospects will be 
materially stiffer than if the request were to cover a 
temporary and self-liquidating need for borrowing. 
The applicant for bank credit will find no prejudice 
against the small borrower, who is today recognized as 
a valuable customer, prese~t as well as potential. He is 
likely to pay a higher interest rate than a large and 
established busines s , but this is more a reflection of the 
higher expense of servicing such accounts than of greater 
credit risk."* 
Borrowers and lenders must work to~ether in a spibit of mutual 
co-operation. The interest of both groups are basically the same. The 
borrower wants an adequate amount of credit in order to conduct his business 
* 17,p.l4 
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profitably while the lender wants certainty of repayment at the due date 
in order to keep his losses at a minimum. Bank profit margins are low and 
hence they can't afford to suffer too many losses on loans. By the same 
token a borrower oan•t afford to get into an over-extended financial 
position because this often leads to credit curtailment and business fail-
ure. 
D. Types of Bank Loans 
Commercial b~s make available to their customers a number of 
different types of loans. The type of loan granted is based on the 
characteristics of the business and on its past record and future prospects. 
The nature and extent of the credit need can arise from such various origins. 
and the amount in total dollars that can be soundly extended as bank credit 
varies materially from business to business, based upon the nature and 
ready salability of inventory, the kind of mar~ets, the quality of aecounts 
receivable, the nature of fixed assets, the stability of profit margins. 
and other important factors.* For this reason commercial banks must make 
available a complete line of loan types to meet these needs. 
1. Unsecured Loans 
When banks extend short-term loans to small business they generally 
require collateral of various types but occasionally character or unsecured 
loans are granted. This type of loan is based entirely upon the borrower's 
managerial ability. earning capacity, business reputation. and his personal 
integrity. Banks commonly use a line-of-credit arrangement which is essen• 
tially a blanket grant of a maximum loan limit. Then the borrower can use 
* 7,p.23 
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any portion of his line whenever he wants to and can reduce his loan when 
the need for funds has passed. Banks usually require that the borrowing 
customer will "olean up" his account at least once during the year, and 
the out-of-debt period is expected to be at least 2 or 3 months. In the 
case of unsecured loans an analysis of the firm's financial statement is . 
used a s the basis for the granting of credit. 
2. Secured Loans 
Loans of this type are secured by real estate or other tixei 
assets, by the pledging of inventories, by notes endorsed by responsible 
persons, by securities, by life insurance companies, or by sales contracts 
requiring the allocation of cash receipts to servicing of specific loans. 
The lender asks for collateral, not with the expectation of liquidating 
it but rather of using it to enforce the financial policies which he thinks 
desir :.,able. When a bank requires collateral it does not mean that the 
-
borrower is in a weak financial position. A weak current position may be 
caused by the nature of the business as in businesses where extreme seasonal 
peaks require a bunching of inventory at oerta1~n seasons of the year. 
The traditional form of required collateral was the endorsement 
of a note by a responsible person.* This method, though still used today, 
has not proved satisfactory especially in times of difficulty. Busines$men 
often exchange the favor of endorsement among one another, and when one 
runs short of funds, others are likely to be in the same poBition. Today 
more tangible forms of security are popular. 
a. Marketable Securities Marketable securities are used as a 
borrowing basis by many proprietors of small business. These businesmnen 
* 4,p.200 
keep some funds whioh they consider personal investment but which they 
often use as collateral for business borrowings. Margins required on 
secured loans by banks vary with the nature of the security and the re-
putation of the borrower. On u.s. Government securities the margin seldom 
exceeds 5 per cent of market value. In the high-grade corporate security 
market the margin is 10 per cent.• Banks are often reluctant to lend on 
nonmarketable securities except those of a few well-known concerns which 
have close or limited ownership or unless the concern is weli-know.n by the 
particular bank involved. 
b. Real Estate The use of real estate as security for a loan 
is well adapted to small business as it is often one of the few assets 
which these firms can use as collateral for borrowing. Banks sometimes 
object to real estate for business loans because the business use of a 
piece of property and its building may be quite specialized and therefore 
not readily marketable. Nevertheless statistics show that these loans are 
popular. A rederal Reserve survey in the fall of 1946 showed that 1 out of 
every 9 business loans made by member banks was secured by the pledging of 
real estate.** Almost 90 per cent of the number of loans and about 65 per 
cent of the dollar amount of real estate loans went to small businesses.*** 
c. Equipment Loans Almost every business uses some type of 
equipment and this equipment is widely used by business.men as collateral 
for loans. The use of this type of financing has increased substantially 
in recent years as the rate of interest on this type of loan has decreased. 
* 4~p.206 
** 14.p.257 
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Many of the equipment loans to small borrowers are handled by the personal 
loan department of the bank. The average interest rate on equipment loans 
to small borrowers is only 6 per cent or half the pre~ rate. 
The Federal Reserve survey of 1946 showed that the great majority 
of equipment loans went to small firms particularly those in the retail 
trade, service, manufacturing, and construction groups. Over half of the 
maturities of equipment loans held by member banks had maturities of less 
than a year and most of the remaining loans had maturities of from one to 
five yean.* 
d. Pledging of Inventories The pledging of inventories are an 
important source of funds in manufacturing, wholesale trade, and retail 
trade groups, where a large portion of the current assets consist of in-
ventories. Where large identifiable items such as automobiles or household 
appliances are used as security, conveyance of title generally takes place 
by means of an assignment of title, trust receipts, and chattel mortgages. 
1~ere bulk goods are used, some type of warehousing is required. In 1946, 
nearly half of the amount of loans on inventory made by member banks went 
to large firms with assets of $5 million or more.** It appears that the 
reason for this is partly the high cost of handling this type of collateral 
for small loans. Loans of this type are of a self-liquidating natUre which 
means that the sale of goods will provide the funds with which to pay off 
the loan. 
The use of field warehousing for inventory has expanded in recent 
years. The average field warehouse loan balance for small businesses with 
assets under $50,000 in the fall of 1946 was $7,800 as compared w i th the 
average of $3,000 for all member bank loans made to this business group. 
* 14,p.259 
** 14,p.260 
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In the $50,000 to $250,000 size group, field warehouse loans averaged 
$37,000 as compared to $14,000 as the average size for all loans. Field 
warehouse financing was used chiefly by mnall enterprises within the 
$50,000 to $250,000 size grou~ The great majority of these loans had 
maturities of 90 days or less and the average interest rate is about 4 
. per cent.• · 
e. Accounts Receivable Finanoi~ In the past few years accounts 
receivable financing has become a highly developed adjunct of commercial 
banking. In business lines where there is a high turnover of inventory, . 
receivables constitute a financial burden to the company. The banks gen-
erally select those receivables which they are willing to accept as col-
lateral and the amount of the loan usually ranges from 70 to 90 per cent 
of the accounts pledged. Assignment may take place either on a notification 
or non-notification basis. Under the notification plan the bank notifies 
the debtor of the assignment and of the fact that the bank will collect 
them when they fall due. If the assignment is made on a non-notification 
bas~s the debtor is not notified and the borrower does the collecting and 
turns the proceeds over to the bank. Loans of this nature are almost 
wholly demand loans or loans which mature within 90 days. The average 
interest rate ranges from 4.5 per cent to 6 per cent. 
E. Commercial Factors As A Source of Funds 
Commercial factors specialize in buying outright the accounts 
receivable of their clients. In the past factoring was associated almost 
exclusively with the textile industry because of the highly seasonal nature 
of this business. Lately, factors have begun to serve other kinds of man-
* 7,p.24 
uf'acturers, including shoe, home furnishing, and metal products , producers 
as well as wholesalers. 
The factor discounts the net amount of' the clients' receivables, 
provided such sales have been approved by the factor as to the customer's 
credit before shipment and that invoices and shipping documents are de-
livered to the factor. The factor usually retains a 10 to 15 per cent 
margin to protect him against any returns and disputes between the client 
and his customers. The billing, ledgering, and collecting of' receivables 
is usually done by the factor, but it can be done by the client if he so 
desires. The factor also grants inventory loans on a seasonal basis. 
Funds are advanced by factors on a short-term basis of' 30 to 60 
days. The factols charges include a rate of' interest and usually a fee 
or commission. Interest rates are 5 to 6 per cent a year. The fee or 
commission may run from 0.75 to 2 per cent of' the sales cashed and is 
designed to remunerate the factor for advising his client on the selection 
of' risks as well as for collecting the receivables when due.* 
Small businesses comprise a large percentage of' the clients of' 
factors. Factoring aids firms ope~ating with inadequate equity capital or 
having difficulty in obtaining enough bank loans to satisfy demands. The 
charges of' factors are relatively high, but adequate financing permits a 
larger volume of business and this volume may be sufficient to e~ntually 
place the firm on a properly financed basis. Factoring also eliminates 
the need for maintaining a credit and collection department. 
* 9,pp.51-52 
F. Trade Creditors As A Source of Funds 
Y~ny manufacturers, wholesalers and distributors sell their mer-
chandise on credit terms that may range fron1 10 days to 120 days depending 
upon t he custom in that part icular line of business. The small businessman 
who has sufficient funds should take advantage of the cash discounts offered 
because of the savings involved. Many, however, do not do this and make use 
of the trade credit. Although costs of ~sing this type of credit are high 
it is of some advantage to new and expanding busineas. 
G. Finance Companies As A Source of Funds 
There are many commercial finance companies in the United States 
which carry on many of the ~e lending functions to business as do the 
commercial banks. They make loans secured by notes, accounts receivable, 
warehouse receipts and equipment. The rates of interest which these 
companies charge for their services varies anywhere from 5 to 20 per cent.* 
The small businessman, if he decides to deal with one of the companies, 
should select a well-established and reliable company and he should analyze 
the proposed loan agreement carefully. 
Personal finance companies sometimes make business loans along 
with their consumer loans. In general this source is not desirable because 
the amount of funds available are small and the interest charges are ex-
tremely high, ranging up to 20 per cent on very small loans. 
He The Small Businessman and His Bank: 
The ~11 businesgman in a small community can gain little ~1 
going out-of-town for his banking needs. For the bank serVices and the 
* 7,p.25 
volume of loans required the local bank in his community is well equipped 
to take care of his needs. Shopping around for a lower interest rate will 
be of little avail .because the small amounts of loan funds required will 
not permit any bank to give him a rate much below the legal maximum. 
The small businessman should not hesitate to take his financial 
problems to hie banker. The banker is a man of wide business experience 
and he has a sound knowledge of current business conditions and future 
trends. His services are invaluable in formulating a financial progrrun. 
The prospective borrower should not withhold any pertinent information 
from the banker and he should turn over to the banker all financial records 
which he desires concerning his business. The banker will obtain ot~er 
information from his own files and from outside sources. With this in• 
formation he is prepared to make his decision regarding the granting of 
credit. Only through working together will borrower and lender establish 
a mutual understanding and responsibility. 
/ 
v. Long-Term Credit and Equity Finanoin~ 
It is in the long-term credit and equity-capital financing that 
the major problems arise for the small firms. 
Large, well-establi&hed,successful firms, especially those that 
are nationwide in their scope, experience little difficulty in obtaining 
funds. These companies usually have well-established lines of credit. 
They can borrow from large banks and insurance companies, and they can sell 
new stock and bond issues. In addition these companies have large sums 
available from retained earnings and depreciation allowances and they may 
not have to go to the money market at all. 
The position of the average small f~ is quite different. \Vhile 
its short-term credit arrangements with local banks and suppliers may be 
good, its abili~ to obtain long-term credit and capital is considerably 
restricted. Small firms can rarely resort to bond issues. Few investors, 
other than friends or relatives of the owners, are normally willing to 
purchase stock or buy a partnership interest in these firms.(As the differ-
ential between income and capital-gains taxation increases, however, in-
vestors become more willing to risk their funds in new enterprises.) The 
public flotation of securities is very expensive and costs more than the 
average small firm can afford. As was mentioned in an earlier chapter our 
present tax laws make it difficult for small firms to expand out of re-
t ained earnings. Long-term loans from financial institutions may be 
difficult to obtain partly because of legal and other restrictions, partly 
because of risk, and partly because smaller loans may not be profitable. 
For new firms the above-mentioned difficulties are increased in intensity. 
These firms seldom earn profits for the first several years, and their 
~. 
depreciation reserves accwnulate slowly. The risky nature of investment. 
especially in the more competitive industries, makes equity financing 
unusu.ally dif'f'ioult. As a substitute for equity funds. the new companies 
generally turn to long-term credit which is not always easily obtain~d. 
Studies on the subject of financing small business show a re-
latively larger proportion of companies reporting unsatisfied needs for 
long-term or equity capital than for short-term loans. Both the Department 
of Commerce Survey and the N.A.M. survey mentioned in Chapter 3 brought out 
this need of small firms for long-t~rm funds. 
A questionnaire survey conducted by the Committee of' New England 
among the members of .the Smaller Business Association of New England early 
in 1952 indicated that 15%of those who tried to obtain long-term credit 
after 1945 reported that they ware unsuccessful in raising any of the funds 
desired, and others obtained only part of what they tried to get. Many had 
........-
to try several sources before they were successful. Twenty-one per cent of 
those who sought additional equity funds failed to raise any of the money.* 
Forty-three per cent of all participants in the Smaller Business 
Association study expressed the opinion that the traditional sources of 
long-term credit were not adequately meeting the needs of small firms in 
New England.** This would seem to show that there is a lack of under-
standing between many small firms and the financial institutions regarding 
the role of the latter in providing long-term credit. The principal 
changes in l .ending proposed by the participants are ''more long-term loans 
and greater liberality"• Yet more than two-thirds of the companies in 
* ll.p.l3 
** ll,p.14 
the survey which had tried to obtain long-term loans from either banks or 
insurance companies had obtained all or part of the funds they sought.* 
It is felt that a greater mutual understanding of this problem could emerge 
from closer bank - borrower relations. 
A. Term Loans 
The main source of term loans open to small businessmen are from 
the commercial banks. Life insurance companies, sales finance companies, 
and industrial banks are specialized institutions Whioh also do a limited 
amount of term lending. Thus far the term loans of these institutions have 
been mos·tly to large well-established firms. In the years to come it is 
not expected that they will provide more than a limited share of term lend• 
ing to small businessmen throughout the country. 
1. The Ch-owth of Term Loans 
Term loans are defined as business loans having a maturity of 
more than one year. When banks first started making term loans, they 
usually limited the initial maturities to 3, 4, or 5 years. By 1946, the 
Federal Reserve Survey showed that over 54 per cent of the loans had terms 
of' more than 5 years•** This is shown in Table VI. 
The growth of term lending ax a commercial banking practice is 
quite recent. In a study made by the National Bureau of Economic Research, 
it was estimated that the value of term loans outstanding did not reach 
$1 billion until 1937•*** By 1941, it was estimated by this study that 
commercial banks had $2,162 million of these loans. The Federal Rese~ 
* ll,p.l4 
** 13.p.975 
*** 2,pp.l52-l53 
survey of November, 1946, indicated a volume of $4,558 million, or over 
one-third of all business loans held by member banks.• 
2. ~ses for Small Business 
The term loan has a great future, especially for small business. 
Term lending by banks and insurance companies and the private placement 
ot security issues have done much to fill a gap in long-term small business 
f inancing. It can be used by small businessmen who do not care to re-
linquish the control and profits of their businesses which would result it 
securities were sold. 
Term loans have two uses: 
a. They are used by businesses which are t oo small to have access 
to the open capital markets. 
b. They are also used by businesses which are seeking term 
credit as an alternative to going to the capital market. 
One group seeks term loans because other long-term credit channels 
are not open to it; and the other group has other channels open but uses 
the term loan because of more advantageous interest rates than could be 
obtained from the sale or stock. Because or these two separate groups 
interest rates on term loans may average anywhere from less than 2 per cent 
to 10 per cent•** 
Table VII shows the number of term loans granted according to the 
size of the borrower. From this table it can be seen that term loans have 
been grAnted to a wide range of business sizes - small as well as large. 
* 13,p.·964 
** 4,p.l81 
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TABLE VI 
Original Maturity o£ Term Loans --
(Loans made in year ended November, 1946) 
Original Maturity 
1 - 2 years 
2 - 5 years 
5 - 10 years 
Over 10 years 
Total 
Amount (millions 
o£ dollars) 
592 
888 
1,541 
229 
Per cent o£ 
total 
18.3 
2Zl~4 
47.5 
6.8 
100.0 
Source: Federal Reserve Survey, Business Loans o£ Member Banks, 
Table 14, pl. ge 27 o£ Reprmt 
TABLE VII 
Term Loans by Size o£ Borrower, November, 1946 
Size o£ Borrowers Business Loans Per cent Term 
(Total Assets in (Millions o£ i s o£ Total 
thousands o£ dollars) dollars) 
Tota-l Term 
Under 50 1~226 354 28.9 
50 - 250 21158 388 1'7-.9 
250 - 750 1,445 237 16~4 
750 ~ 5000 2,368 522 22.0 
5000- and over 5,825 2,987 so.s 
Total 13,022 4,488 34.4 
Source: Federal Reserve Survey, Business Loans_~o£_ Member Banks, 
PP• 4and 20 o£ Reprint 
66. 
3. Standards for Term. Lending 
In the granting of term loans by commercial bankers the factors 
of earnings and stability are given the greatest weight. Competitive and 
technological factors are also important considerations. The banker, before 
granting these loans, makes an analysis similar to the analyses made by 
security analysts. These analyses includea 
a. The market tor the product of the applicant f~. 
b. The effects of business cycle fluctuations on the concern. 
c. The inventory position of the firm and the effect ot price 
changes. 
d. The competitive position of the firm. 
e. The adequacy of depreciation, depletion and obsolescence 
charge· a. 
Term loans may be either secured or unsecured. The Federal Re-
serve survey showed that about three-fifths of all term loana. were unsecured 
and . about two•fifths were secured.* The modera'1Je extent to which these loans 
are secured indicates that bankers are not as impressed with collateral as; 
they once were. 
4. The Loan Agreement 
In granting term credit, banks and other lenders often :i:apose 
conditions on the borrower telling him what he can and cannot do during the 
lite of the loan. The loan agreement is similar to the provisions ot a 
bond indenture. 
The agreement recites the conditions under which credit is extended, 
the method and time of repayment, provisions making the entire loan due an d 
-
payable if any portion of the loan is defaulted. 
* 13,p.968 
T~e agreement also covers:* 
a. The future financial oonduet of the business. namely. the 
maintenance of the current working position. 
b. other borrowing is usually prohibited completely or severely 
restricted. 
c. Limitations are placed on the payment of dividends. or, if 
the business is unincorporated, on the distribution of earnings. 
s. Repaym.ent Provisio~s 
Term loans are usually. though not always, amortized loans wnioh 
means that the loans are repaid in equal instEL'llments over the life of the 
loan. The frequency of payment depends largely on the type of business and 
other payment schedules. 
There are two major types of variation from the equal installment 
method which fully retires the obligation at maturity. The first of these 
is the "balloon" note in which the last payment is a very large one. This 
type of note is used when the borrower may not be in a position to wipe 
out the debt at maturity. Another reason for its use is that the period 
over which the retirement is to take plaoe is longer than the final maturity 
whioh the creditor will permit. With this type of ~note the implied under-
standing is that the credit will be repaid by refunding. 
The second type of variation is the so-called "revolving credit." 
It is a type of stand-by credit used when a firm oa.nnot estimate ita fin-
ancial needs closely. Here the firm may arrange a revolving credit -which 
will supply it with funds when needed, and if the funds are not needed 
* 9.p.48 
they may be retired. 
Commercial banks generally permit prepayments of term loans 
without penalty but insurance companies attach a penalty or premium to 
prepayment much like the above par Hcall" price of bonds.* 
B. E.quitz Capital and Venture Capital 
The two terms "equity capital" and . Hventure capital" are often 
used interchangeably in business parlance. They do not, however, always 
mean the s~e thing. Equity capital is generally spoken of as the con-
tribution to the enterprise of the stockholders or owners•** The con-
tributions take the form or original contributions, new additions all!i re-
tained earnings. In general terms venture capital is or should be used to 
refer to stockholder's contributions in industries inwhi ch there is a 
high degree of risk•*** The stockholder is willing to assume the greater 
risk in the hope of obtaining a high profit. Thus it can be seen that both 
terms deal with the providing of equity capital but that equity capital 
cannot always be considered venture capital because of the degree of risk 
involved. Both new and old-established firms needing additional capital 
offer opportunities for the investment of venture capital. 
c. ~~es_2.f Equit~ Funds for Small Business 
Small business faces a much greater proble.m in obtaining equity 
funds than does big business. Large firms have access to the securities 
markets and are able to build up additional funds through the retention of 
earnings. Small business cannot afford to go to this market because of the 
costs involved. Funds may be obtained :from :friends, relatives and business 
* 4,p.l9-l-
** a,p.2s·-
*** 8,p.26 
sa. 
associates but the total volume of funds from these sources is small. The 
only real source of funds open to small businessmen then is through the 
retention of earnings. The high tax rates of the past several decades have 
hindered small business in retaining earnings to be used in moderntz&tion 
qo. 
and expansion programs. High personal income taxes may also have affected 
small business by limiting personal saving which might have been used for 
investment purposes in small enterprises. Many investors today prefer the 
so-called "blue-chip" securities of large, well-established firms to the 
securities of smaller and untested firms. It is largely due to this in-
accessability to the security markets that has forced small businessmen to 
seek credit from banks and other financial institutions for long-term uses. 
Because of the low credit ratings, high risks involved and the refusal of 
some bankers to make term loans some of our small businessmen have been 
forced to turn else~here for their long-term and equity capital needs. Both 
public and private organizations have been developed to attempt to serve same 
of these needs. In the following paragraphs some of the venture capital 
organizations and their services will be described and in the succeeding 
chapter the lending activities of the Federal government will be described • 
D• Ve,nture Capital Organizations 
These organizations are a relatively new development in business 
fill8.D.oe. They came into being in the years following World War II• Such 
companies are usually financed by wealthy individuals who are willing to 
invest in new or relatively undeveloped industries showing growth prospects. 
This capital is supplied to manufacturers in such fields as aviation, 
r 
chemicals, electronics and nuclear physics.* These compani es are also 
interested in technical developments in other areas of business. 
The first and most sucoeuf'ul of' these venture-capital organizations 
is the American Research and Development Corporation of' Boston, Massachusetts 
which provides capital f'or individuals and organizations interested in the 
commercial development of' new ideas, products and processes. 
When this company was ·first organized in 1946, Mr. Ralph E. Flanders, 
United States Senator f'rom Vermont and the first President stated the purpose 
of' such an organization as follows: 
"As the years go by in our highly industrialized society, the 
f'unds available f'or new enterprise · tend to concentrate in 
fiduciary hands. This in itself' is a natural process, but it 
does make it more and more difficult, as time goes on, to 
finance new undertakings. 
The continued maintenance of prosperity and the continued 
increase in the general standard of living depend in a . 
large measure on finding financial support for that compara-
tively small percentage of' new ideas and developments which 
give promise of' expanded production and employment and an 
increased standard of' living f'or the American people. 
There are large-scale repo.sitories of wealth which have a 
stake in the nation's future and which should be concerned 
.rith a healthy basis f'or the prosperity of' the nation. Among 
these are the life insurance companies and the investment 
trusts. To make the funds of' these and other fiduciary in-
stitutions available to support our country's future, the 
American Research and Development Corporation was formed. 
New Developments often arise in the minds of' those who are 
not connected with our large corporations. The American 
Research and Development Corporation is bringing many of these 
brilliant conceptions of individuals to a useful and profitable 
place in American industry."**' 
Some of the companies in which the funds of' American Research are 
. . . 
invested include Baird Associates, lnceJ. Control Engiimeering Corporation,. 
* 9,pe55 
** 16,pe7 
Ionics, Inc., Product Development Corporation. and Tracerlab Incorporated. 
The company advances either equity funds or credit and ~rks closely with 
the companies in which it invests to help assure their success. Generally 
the company prefers to have some equity position but it does not ask for 
control. Records show that the loans of the company usually range between 
$50,000 and $275.000 and take the form of a long-term note or debenture 
with a provision for an equity participation either through stock options 
or conversions;•* 
.American Research is a closed-end type of investment company with 
300.000 shares of publicly-owned stock outstanding. At the end of 1952 the 
company had outstanding $4,610,501 in 25 companies•** Some of its invest-
mente have proved to be failures but most of them have been successful. 
Aft er the gradual buildup of its early years the company itself has become 
successful. 
A good example of how the funds of American Research have aided 
a struggling new enterprise can be found in the case history of Tracerlab, 
Incorporated. This company pioneerei in the development and manufacturing 
of radioactivity measuring instruments and radioactive chemicals. It was 
organized in 1946 by five young scientists who were in the employ of the 
Massachusett s Institute of Technology Radiation Laboratory. American Re-
search loaned $237,000 to help this company begin production. By 1949 the 
company had grown to such a size that it was able to raise $1,300,000 
through a public stock offering and in 1951 $2,600,000 more was raised in 
a similar fashion.*** The proceeds of the second stock offering were used 
* 16;p.7 
** l~J).418 
*** Io,pp.7-8 
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to purchase the Keleket X•Ray Corporation of Covington, Kentucky. The 
Keleket Corporation manufactures all types of X-Ray equipment. In 1954 
these companies had combined annual sales of over $12,000,000 and are both 
profitably operating. 
These venture-capital organizations fill a definite need in our 
economy in that they are willing to risk their funds to help new enterprises 
which have few, if any, other sources of obtaining funds. 
E. Industt:ial 'DeV«lo~nt Corporation~ 
Development corporations of this nature have experienced con-
siderable growth in the years since World War II. These corporations may 
be either local or state-wide. As of mid-1952 there were 36 local industrial 
corporations in the New England states and by mid•l954 each New England state 
had a state-wide development corporation.* 
Local development corporations are generally financed by selling 
the stock to local citizens and businesses. Stock is purchased more for 
civic improvement than for profit. The funds are used to induce firma to 
locate in a given c omm.uni ty. 
State development credit corporations specialize in assuming risks 
of new and expending small firms which conventional financial institutions 
cannot afford t o do•** These corporations have three sources of funds -
capital from stockholders, loans from member financial institutions, and 
loans from nonmember sources. 
The 1~ine Development Credit Corporation has served as a model for 
similar corporations in many other states. A description of its method of 
* 20,p.5 
** 20,p.5 
operation follows: 
"The Maine Corporation was chartered in 1949 by special act 
of the state legislature, upon the initiative of banking and 
other leaders in the state. It started with a small capital 
base of $50,000 subscribed by individuals and businesses, 
and by the beginning of 1951 had built up a borrowing potential 
of approximately $550,000 from the 38 member banks and other 
financial institutions which had joined it as members. The 
co-operating financial institutions agree on call to loan the 
Development Cbedit Corporation up· to 2.5 per cent of their 
capital and surplus or equivalent, as the funds are needed. 
The Maine Corporation does not compete with banks; it supple-
ments their activities and co-operates with them. Where possible., 
it attempts to place loans with banks rather than take them itself. 
The Maine organization has only a small paid staff ••• used for 
screening loan applications. 
Since only risky loans come to its attention, careful analysis 
and selection of applicants are necessary. During its first 
two years of operation the corporation had small losses, but 
as the volume of loans increased its operations passed the 
break-even point. Its screening had also turned up a still 
larger number of loans which member organizations were willing 
to make, even though they had previously been refused credit 
by banks or other financial institutions. That experience 
indicates that the usual .credit examinations by banks are some-
times too limited to deter.mine the credit-worthiness of loan 
applicants, and that the Development Credit Corporation does 
in fact aid in reducing the unsatisfied demand for capital 
funds in Maine, both directly and indirectly."* 
The five active development corporations in the New England states 
have lseen in operation for periods ranging from one year to five years. 
As of June 30, 1954 they have investigated 265 applications originating in 
19 industries. They have granted loans to 66 concerns in 14 industries.** 
Applicants are generally r~ferred to these corporations by b8.IIks. 
Detailed financial and other business information is required from applicants. 
Other information is obtained from mercantile credit agencies, trade sources, 
banks and others who are familiar with the business and personal experiences 
* l,pp~419-420 
** 20,p.5 
of the applicant. Final decisions on loans are usually made by a loan 
committee of the board of directors. The corporation may lend to any type 
of business within the boundaries of the given state. Thus far~ however, 
loans have been granted almost wholly to manufacturing or processing firms 
\ because of the greater number of jobs which this type of firm creates. 
Table VIII shows the size of firms receiving loans in the New 
England area. About 62 per oent of the loans granted went to firms em• 
ploying between 0 and 50 workers indicating that these corporations are 
fulfilling their purpose of giving financial assistance to small busi~ess.* 
Chart V shows the purposes for which the proceeds of these loans 
--were used. As would be expected about 45 per .cent of the number and amount 
of loans were .used for working capital purposes. Many of these loans were 
used for long-term working capital purposes by firms which had been unable 
to obtain sufficient equity.capital. About 42 per cent of the number of 
loans were for long-term purposes such as plant construction, purchase of 
machinery and other capital equipment. Twelve per cent of the ' number of 
loans, but 30 per cent of the dol1ar amounts were used for refinancing•** 
The largest percentage of loans were secured by a first or second mortgage 
on plant or equipment. Loans have also be~n granted with eha.ttel mortgages: 
/ 
on inventories~ liens on receivables, and assignments of l ea ses as security•*** 
Development credit corporations have also worked closely with state 
development commissions in efforts to attract new industries particularly 
in areas where established firms have either shut down or moved out of the 
area. Borrowers and applicants have also been provided with sound managerial 
* 20,p.6 
** 20,p.7 
*** 20,p.7 
TABlE VIII 
Size of Companies Receiving Loans From 
Development Credit Corporations 
Size Group Five State Me. I . ~ N.H. Mass. R.I .. Conn. 
(No. of Workers) Total 
0 to 10 13 9 2 
- -
2 
11 to 25 11 2 5 4 I - -26 to 50 17 10 3 3 1 
51 to 100 14 3 4 5 1 
101 to 300 6 3 1 
-
i 
Over 300 5 2 I - 2 -
Total 66 29 15 14 3 
1 I i 
Source: Monthly Review, Federal Reserve · Bank of Boston, New England 
Development Qredit Cpr __ orations_, page 7 of Reprint. -> ··= 
CHART V 
Purposes of Loans 
(As percentages of total loans made) 
Purchase Real Estate 2.0% ----~~~ 
Aid Industrial Foundation 2.~ ----~~---
New Product Development 3.8.% 
-
1 
1 
1 
5 
Source: Monthly Review, Federal Reserve Bank of Boston, New England 
Development Credi~ ~orporatio~, PAGES OF Repri~· -<- ---
-
I 
and financing assistance. In some cases applicants have been assisted in 
obtaining funds from banks or other financial institutions. 
F. Le~siE_g A£.ra.n,gements _ 
During recent years the use of "sale and leaseback'• arrangements 
have come into prominence. YAny manufacturing and retail firms have sold 
their buildings to insurance companies, educational institutions and other 
investors and have continued to occupy the building as tenants. Such an 
arrangement frees for working capital purposes money formerly tied up in 
' 
expensive plant. It also reduces the firm's current tax liability. If 
appropriate arrangements are made the entire rental payment is a deductible 
expense. * Insurance companies have also financed the construction of 
factories, stores, warehouses and office buildings that are built to the 
order of particular companies and then leased to them on a long-t erm basis. 
Such arrangements are usually less expensive than borrowing money for con-
struotion purposes. 
This technique has been a boom to small businessmen in helping to 
solve their long-term capital problems. When corporate income taxes are 
high, as at present, the leasing method is very attractive. A major decrease 
in federal income taxation, however, could eliminate many of the ad~ntages 
which t his arrangement possesses. 
VI. Government and Small Business 
Congressional at~empts to aid small business began,in a broad 
sense, with the passage of the Sherman Act in 1990. The essential purpose 
of the Act was to widen competition and to prevent destruction of the free 
market. The provisions of the Act did much to eliminate the cutthroat 
competition that prevailed at this time•* 
The Clayton Anti-trust Act, passed in 1914, attempted to prevent 
discrimination in prices allowed different purchasers where the effect would 
be a substantial lessening of competition. The Robinson-Patman Act of 1936 
was an amendment to Section 2 of the_ Clayton Act. By the terms of this ~ot, 
discriminations in the price made to different purchasers of -goods of like 
grade, quality, and quantity are unlawful. Differences in price may be justi-
fied only by making "due allowance for differences in the cost of manufacture, 
sale, or delivery resulting from differing methods or quantiti es in which 
such commodities are to such purchasers sold or delivered."** The Act was 
also intended to discourage numerous forms of s pecial allowances that were 
being granted to purchasers. The Millar-Tydings Act of 1937 was designed to 
extend the provisions of the state fair-trade laws acros• state borders.*** 
The validity of this law was upset by a Supreme Court decision, but Congress 
passed the McQuire Act in 1952 which onoe again validated price-maintenance 
in interstate commerce. 
A• The Reconstruction Finance Corporation 
This corporation was established by an Act of Congress in 1932 and 
* 3.p.l82 
** 30 
*** 3,p.205 
its lending powers were continued by Congress until June, 1954 when it was 
legislated out of existence. 
The R.F.C. was authorized by Congress "to purchase the obligations 
of and to make loans to any business enterprise" where "the financial assis-
tance applied for is not otherwise available on reasonable terms"• Loans 
could be made directly to business enterprises or in co-operation with banks 
or other lending institutions. The R.F.C. participation could be "immediate", 
in which case it at once advanced whatever portion of the loan its agreement 
with the bank called for, or it could be "deferred" in which case the bank 
advanced the full amount of the loan but had the right to require the R.F.C., 
on notioe of 10 days, to reimburse it for the stipulated amount of the 
R.F.c.•s participation. 
In addition to its lending activities, the R.F.C. twae authorized 
to assist small firms in the acquisition of government-owned surplus property 
through the exercise of a priority granted by Congress to purchase surplus 
real and personal property for resale to qualified small business applicants. 
B. The Small Defense Plants Administration 
In 1951 the Defense Production Act was amended to provide for the 
establishaent of the Small Defense Plants Administration. This agency had 
the responsibility of acting as spokesman, trustee, and claimant of small 
business, wherever such representation was needed. In passing this amend• 
ment Congress proposed that small companies should get their proportionate 
share of defense contracts and that they should receive their fair share of 
materials whenever it is necessary to put them under allocation.* 
* 3l,p.6 
As government defense spending increased with the oncoming of the 
Korean War it was found that small business was not obtaining a fair share 
of defense contracts because of the government's policy of giving these 
contracts to the low bidder. The SPDA was given permission to consider 
factors other than cost under advertised procurement and it also was given 
authority to award government contracts to bidders other than the low bidder. 
Purchasing experts, in co-operation with military officials, screened pro-
posed procurement and decided which procurement would go to SPDA for adver-
tising and awarding. 
Attention was also to be given to the possibility of increasing 
the small business share of military procurement through pooling arrange-
menta. The SPDA also had the responsibility of making inventories of the 
productive facilities of small firms, and of facilitating the conversion 
and equiping of small firms for defense and essential civilian production. 
The SPDA also works with the R.F.C. in the granting of that agency's 
business loans. 
With the passage of the Small Business Act of 1953 the SPDA was 
legislated out of existence and many of its functions were taken over by the 
'-' 
Small Business Administration. 
c. The Small Business Administration 
All of the above acts, with the exception of the Act setting up 
the R.F.C., were aimed at large firms that were illegally restraining com-
merce. They did not give any concrete aid to the small firm in its attempt 
to meet the competition of big business. Recent government aid to the 
small firm was embodied in the Small Business Act of July, 1953. 
•• 
The stated purpose of Congress in enacting this law is as follows: 
"It is the declared policy of Congress that the Government 
should aid, counsel, assist, and protect insofar as is 
possible the interests of small business concerns in order 
to preserve free competitive enterprise, to insure that a 
fair proportion of the total purchases and contracts for 
supplies and services for the Government be placed with 
small enterprises, and to maintain and strengthen the over-
all economy of the Nation."* 
The philosophy underlying the passage of this Act can best be 
gleamed from the following statement in the Act: 
11The essence of the American economic system of private 
enterprise is free competition. Only through full and 
free competition can free markets, free entry into business, 
and opportunities for the expression and growth of personal 
initiative and individual judgment be assured. The pre-
servation and expansion of such competition is basic not only 
to the economic well-being but to the security of this Nation. 
Such security and well-being cannot be realized unless the 
actual and potential capacity of small business is encouraged 
and developed."** 
The Administration has been given a far wider scope of operations 
at~ . 
than its predecessor, the Small Defense Plants Administration. It is charged 
with carrying on the latter's activities with respect to procurement and 
other activities designed to assist small business. It also has the power, 
formerly lodged with the R.F.C., to make business loans and loans to assist 
victims of disaster. The Administration has broad powers and r esponsibilities 
to cover all types of small business enterprise. 
D. Small Business Administration Services 
Aid from the Administration falls into three main areas: obtain-
ing a fair share of Government procurement; gaini ng access to adequate 
capital and credit, and obtaining competent managerial and technical assistance. 
* 28 
** 28 
1. Aid i~ ___ l!_?_c~uring __ G:<>ye~e_ll:t_ Contracts 
An important task of the Administration is to strengthen and 
expand the position of small producers of defense items. The productive 
facilities of these small firms are vital in time of war. A well-planned 
procurement program which spreads defense work over many firms is a good 
defense in case of war. Chart VI shows the reduction which has taken place 
in total defense spending since mid•l952. 
Military procurement was drastically curtailed during fiscal 1954. 
The net value of military pri me ~ont~.-rfs awarded during the year was less 
than half of the $28.6 billion awarded in 1953. As Chart VI shows the share 
_of small business military prime contracts· has held up considerably better 
than the over-all picture. In the first 11 months of fiscal 1954 better 
than 20 per cent of the total contracts~ based on the net value of military 
8'1. 
prime contracts awarded, went to small business. This increase in the small b'l$iness 
share is largely due to the efforts of S.B.A. 
The Small Business Administra~ion has inaugurated a program which 
is designed to increase the small business share of Government procurement 
by restricting competitive bidding on certain procurements to small firms.* 
This job is carried out by representatives in military purchasing offices 
who screen purchase o:tders to determine their suitability for award to 
small firms. Military procurement officials must then give the final de-
cision on whether the joint determination program will be accepted or re-
jected. If it ~s accepted, the procurement officer proceeds to buy~ either 
through advertising or negotiation~ notifying all concerned that the pro-
* 3l~p.35 
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ourement is restricted to small business. The award of' the oontract is 
then .made to the lowest competent bidder.* 
Another program of the Administration is that of counseling and 
assisting small business in selling to the Government. All possible in-
formation regarding Government purchasing opportunities are made known to 
small businessmen. This information is disseminated through the main 
offices in Washington and 31 field offices.** First it must be determined 
what types of' services or prod~cts the businessman can supply and then a 
list is furnished him with the names and locations of Government offices 
which normally buy these goods or services. Then the firm must go ahead 
and obtain a listing on the appropriate bidder's lists. The Administration 
of fers other services such as~ helping firms having difficulties with 
procur~ent offices; advises them of the necessary procedure for getting 
their products on qualified products lists; and furnishes information on 
Matlor prtme contractors who have subcontract work available. 
2. Certificates of Competency 
- -....=::- ·- -=-----··- .. -... ·-~  
The Administration has also been given the authority to cet.tify 
smal l firms as competent with r espec t t o capac i ty and credit, t o per for m 
C~vernment contract s. The certification is based upon an investigat i on 
i nto t he f inancial standing and the capacity of the company to undertake 
the job . The small firm benefits by the assurance that it will be given 
utmost consideration, where qual i fied , in the award of contracts. 
* 31,p.35 
** 3l,p.41 
3. Servi~es on the Policy-Making Level 
On the policy-making level, the S.B.~ also works in the interest 
of the small firm. It serves as a spokesman for these firms before Govern-
ment agencies which are developing future materials and equipment plans. 
It has also sought and obtained representation on Government committ ees re• 
sponsible for these plans and policies. 
To aid small firms in locating and developing new lines or pro-
ducts, the Administration has established a program of technical and man-
agerial assistance•** This program was important in the light of cut-backs 
in defense spending, made in 1954. Firms which had been doing Government 
work had to convert to suitable civilian lines. The job of finding new and 
diversified lines is an important one as diversification is a good in-
sulation a gainst market declines which affect a single product. In the past 
small firms have been handicapped in the search for new products because 
of lack of fund's to hire sufficient engineering and technical help. The 
Office of Production Assistance will help by providing a place where infor-
mation on redesign or improvement of present products or development of new 
lines and types can be obtained. Assistance is also provided in finding 
private and government research facilities which offer their services t o 
small firms•*** 
The Managerial Assistance Division carries out a program of pub-
licat ions designed t o fos t er good management by maintaining a continuous 
flow of managerial and technical information. The publications are of three 
* 3l~p.43 
** 3l,p.47 
*** 3l,p.85 
general types: the first type concerns relationships between small business 
and government; the second type, written by experts in private industry, 
deals with internal management problems; and the third type is sold at a 
nominal charge and deals with current management policies and procedures.* 
These publications are available at the Administration's field offices and 
also the field offices of the Department of Commerce. 
5. Management T!._aining Program 
This program was launched by S.B.A. and educational institutions 
throughout the country i~ an attempt to bring small business owners and 
managerw into touch with the latest management policies and procedures. The 
businessmen meet one evening a week for 8 to 10 weeks and listen to and dis-
cuss management problems. Here they develop ideas which can be applied to 
their own businesses. Twenty such courses were offered this past year in 
colleges and universities in our larger cities. Subjects discussed included: 
Analyzing Current Sales and Distribution; Cost Accounting; Production Con-
trol; Financial Problems; Accounting Records; Effective Managerial Organ-
ization and Taxatio~. 
The Eisenhower Administration has also aided the ~11 businessman 
by the reforms which it has inaugurated in the General Services Administration. 
This branch does the great majority of the commercial procurement for the 
Government. Middlemen are no longer needed to obtain Government contra.cts. 
The businessmen negotiate directly with the federal purchasing agents. All 
Government purchases have been standardized in order to reduce the variety 
of purchases. This program avoids special tooling costs and permits larger 
-· 
* 3l,p.88 
quantity purchases. Thus the small firm is spared the expense of re-
tooling for special orders and is better able to compete with large firms•* 
Ee Some E~les of S.B.A. Services 
The following examples of spec~fic assistance to small firms by 
the Administration were taken from the Administration's files. These cases 
are typical of many hundreds handled by the S.B.A. 
Case I "A Cleveland firm was compelled by lack of orders to re-
duce its force from about 400 to some 50 employees. Members of the firm 
inquired at the Cleveland regional office for procurement assiste.nce and a s 
-
a result have received 17 contracts totaling $50,697 in the period between 
nfurch 1 and WAy 17, 1954. The firm states that S.B.A.•s procurement assis-
tance prevented them from having to close down completely."•* 
Case 2 "A small Vermont tool company, established in 1812, was 
using outdated methods, with the result that in only one year out of the 
last f'ive had it made a profit. The company's recent request for a loan 
from this Agency was denied due to its unsatisfactory financial situation. 
This brought about a request to the Agency for an analysis of the busines s. 
A production specialist visited the plant in June, and after a comprehensive 
survey recommended that: 
a. 
b. 
c. 
d. 
e. 
f. 
* 2l,pp.47-50 
** 32,p.60 
An experienced production maf. be employed. 
NAnagement and production consultants be retained 
to overhaul factory methods. 
An effectiy,e cost system be instituted. 
Production and inventory controls be established. 
An estimating procedure be devised. 
A Jew source of basic forgings be developed. 
These suggestions are ~ow being put into effect.* 
Case 3. 11A washington, D.c. firm needed a product to supplement 
its present operation of supplying drug stores and soda fountains with a 
"whip topping" and fruit end chocolate syrups. The S.B.A. located and 
brought to the attention of the firm eight items which would fit into its 
operation. In this connection, certain up-to-date and new production 
techniques were obtained from three national food processing organizations 
to pass along to the small concern as recommended practices."** 
Fe Small Business Administration Financial Aid 
The Small Business Administration has a program of financial 
assistance "designed to stimulate and preserve the initiative, independence, 
and enterprise of small firms."*** First the Administration attempts to 
give financial counseling service, which directs small firms to available 
private sources of credit. After private sources haV& been exhausted Govern-
ment assistance is offered. 
Congress has granted the Administration a revolving loan fund of 
$80,000,000e It also provided that no loan could be granted which exceeded 
$1501 000 or 10 years in length.**** Loans are gr~nted primarily for plant 
construction or expansion; or to supply firms with working capital. Grants 
or subsidies are not allowed. All loans made must be of sound value and 
so secured that repayment will be reasonably assured. 
As of June 6, 1955 there is a bill, which has been passed by the 
Senate and sent to the House, to continue the Small Business Administration 
for another two years. This. bill, if passed, will allow the Administratiom 
* 32,pp.76-77 
** 32,p.85 
*** 3l,p.54 
**** 3l,p.55 
~. 
to make individual loans up to $250,000 instead of the present $150,000 
individual limit. The bill also would allow the agency to extend or re-
new outstanding loans for an additional ten years, compared with the no-
·renewal ten year provisions of the present law.* 
Participation plans have been worked out with banks and other 
lending institutions to ensure that private credit facilities are used to 
the utmost and also to minimize the drain on public credit funds. 
Interest rates on direct loans by the Administrat:ion are fixed 
at 6 per cent per year. In the case of participation loans, the. interest 
rate may be fixed by the lending institution provided the interest rate is 
no less than 5 per cent on the portion of the loan that the Administration 
is liable for•** 
1. Criteria for Loans 
The Small Business Act provides that a small business is one that 
is independently owned and operated and which is not dominant in its field. 
The firm under consideration must meet the detailed criteria of "small 
business" as defined by the S.B.A. These standards relate to such criteria 
as number of employees and dollar volume of business~ 
The following practical credit requirements have veen wste.blished 
for either a bank-S.B.A. loan or a direct S.B.A. loan: 
a. The applicant must be of good character. 
b. There must be evidence that the applicant has the ability to 
operate his business successfully. 
* 25,p.47 
** 13,p.24 
c. The applicant must have enough capital in the business so 
that with loan assistance from S.B.A. it will be possible to 
oper~te on a sound financial basis. 
# See Chapter 2, P• 16 
d. A.s required by the Small Business Act of 1953# the loan 
shall be of such sound value or so secured as reasonably 
·bo assure repayment. 
e . On a term loan - one repayable in installments over a period 
of several years - the past record as well as "future prospects 
of the business must show sufficient probably income to pro-
vide required assurance of re~ent.* 
Those loans which are approved must conform to the 'law# be for 
essential purposes, and be fully justified. Thus some types of loans under 
certain circimstances will not qualify. Some of these circumstances are 
as follows: 
a. When it appears 'that the business will fail and the owner 
· will not be able to pay his obligations. 
b. ~Vhen the loan is to effect a change of ownership of a 
business, such as purchasing a going concern or buying 
a partner's interest. 
c. vV:hen the applicant is a non-profit institution. 
d. When the purpose of the loan is to finance recreational 
or amusement facilities. 
e. When the applicant is a newspaper, masazine, radio or 
television broadcasting company or si~ilar enterprise. 
f. When a substantial portion of an appl icant's gross 
business is derived from the sale of alcoholic beverages. 
g. When any part of an applicant's gross income is derived 
from gambling.** 
2. Basic Philosophy of S.B.A. Loan Policy 
The basic philosophy of the S.B.A. is to make loans that will act-
ually help the borrower to operate his enterprise successfully. No lending 
program, in itself, can make small firms successful. It is essential that 
the owner of the business have a certain minimum amount of funds invested. 
* 30,p.2 
** 30,p.3 
Credit is not a complete substitute for capital and initiative. A great 
disservice occurs when a lender makes a loan to an honest businessman 
which the man cannot repay. Both his reputation and his credit a-e hurt. 
Vfuile liberal credit might appear to be an easy solution to a 
pressing financial problem this is not always the case. Credit immediately 
creates debt and excessive debt can become an unbearable burden to a small 
company. All small firms that go into bankruptcy secured more ·credit than 
they were able to repay. Thus it must be realized that there are limits 
to what credit can and cannot do. If a loan will actually benefit the 
borrower, the community, and the economy every effort will be made to grant 
it. 
3. Loan Policies and Procedures 
The S.B.A. does not compete with banks or other private credit 
sources and it is authorized ~o lend only when the financial assistance 
applied for is not available elsewhere at reasonable rates. It must be 
remembered, however, that the S.B.A. is a government agency and it is sub-
ject to political pressures regarding the amount and size of the loans 
made and also pressures regarding who does and who does not receive these 
loans. The head of the S.B.A. must consider the wishes of Congress and 
other politicians in deciding who shall receive funds and how much they 
will receive for it is Congress who controls his funds and, in fact, his 
very job. 
If the bank or other private source is not willing to furnish the 
entire financial requirements of a particular applicant, the applicant must 
ascertain whether a bank is willing to make a loan on condition that the 
S.B.A. agrees to purchase a participation. When the bank is willing to make 
the loan if S.B.A. agrees to participate in it, the S.B~A. participation 
may be immediate or it may be deferred until such future date as the bank 
may determine. In both of these types of participation agreements, the 
applicant generally receives disbursements and makes repayments of the 
authorized loan to the bank. If the bank or other private source will not 
make a loan directly or in participation, proof that the credit is not 
aVailable from these sources should accompany the application to the S.B.A. 
This proof should take the form of letters from the bank or other source 
contacted. 
If the bank is willing to make a loan on the deferred participation 
plan the applicant files with the bank its application and supporting data, 
and the bank applies to the S.B.A· for the participation agreement. 
If the loan by the bank is on an immediate participation basis, 
the applicant must file an application on S.B.A. Form 4 at the S.B.A. office 
serving the territory in which the applicant's home office is situated. The 
same procedure is followed if a direct loan is desired from the S.B.A. An 
application presented in person, though not required, is desirable because 
it allows the applicant to discuss his problems with an S.B.A. financial 
expert. No charge is made by the S.B.A. for counsel and advice furnished 
in connection with preparing and filing an application or with financial 
management problems.* 
4. Processing P!:iod and Repayment_of the~~ 
The period of time required to get a decision on a loan varies 
anywhere from 30 to 45 days. It is affected by such things as the number 
* 18,p.l3 
o~ applications pending, the care and completeness with which the loan 
application was ~illed out and the amount o~ work necessary to examine the 
application to insure ~air and proper treatment to each applicant. 
As was previously mentioned no loan may presently exceed $150,000 
and the interest rate set by the S.B.A. Loan Policy Board is 6 per cent per 
annum ~or direct loans and no>'rless than 5 per cent per annum on participa-
tion loans. 
Loans are made on an amortized repayment plan which means that 
they are repayable in regular installments including the interest on the 
unpaid balance. I~ the borrower desires, all or any part of the loan may 
be repaid be~ore it is due. The term o~ the loan cannot extend beyond 
ten years. 
5. ~ollateral Requirements and ~o~n Closin~! 
Collateral required mus·t; be o~ such character and amount that 
repayment o~ the loan will be assured. Collateral may consist o~ one or 
more o~ the ~allowing: mortgage on plant and equipment, assignment of 
warehouse receipts for marketable merchandise stored in satisfactory ware-
houses; assignemnt of certain types o~ contracts; a mortgage on chattels; 
or in some cases, assignment of current receivables.* Ordinarily, however, 
a pledge or mortgage of inventories will not be regarded as satis~actory 
collateral unless stored in a bonded warehouse. 
I~ either a direct or participation loan is approved by S.B.A. 
the regional office is noti~ied and a loan authorization is prepared and 
~orwarded to the applicant. The authorization is not a loan contract, but 
* 30,p.6 
rather sets out the terms which the borrower must meet in order for the 
loan funds to be disbursed. When and if the applicant is prepared to meet 
these terms a closing date is set at which time notes, mortgages, assign-
ments and other required documents are executed. When this is completed 
the authorization becomes a contract and disbursement is made either 
immediately or as the borrower requires the funds. 
Rapid closing of a loan, after authorization, depends largely 
upon the applicant and the time he requires to oomply with the terms of 
the application. 
G. Results of the Small Business jUDninistration 
Lending Program 
A glance at S.B.A. 1 s list of loan approvals gives an idea of the 
kind5of business that are solving their financial problems with Federal 
funds. A recent listing includes a macaroni maker, a pipe organ manufacturer, 
an operator of tug boats, a pepper and pimento canner, an undertaker, a 
photographer and a garbage collector. Wendell B. Barnes, head of the S.B.A. 
has stated that he wants to obtain more diversification in the loans made. 
In the early months of the S.B.A. 1 s existence loans were doled out sparingly 
to manufacturing firms only, and most of the firms had Government defense 
contracts. Since then rules were modified to permit loans to wholesalers, 
retailers and service trades like laundries, restaurants, florists, and the 
like, as well as manufacturing establishments. The result has been a boost 
in loan applications from a wider assortment of companies. 
- ·-·- 1-.- .LQan Applications 
- '""::::: -~ -
Applications were first received in September, l953. The number 
of applications increased steadily until March 1954, when a peak of 423 
applications were received. Thereafter the rate declined somewhat due to 
seasonal influences and the increased willingness of private landers to 
extend credit.* 
A summary of results for the first 10 months of the loan progrrum's 
existence is presented in Chart VII. This chart also gives the status of 
the program as of July 31, 1954. Six hundred and six applications were 
approved in the amount of $34.8 million. During the month of July, 13.3 
applications were approved amounting to $7.1 million. Figures for the 
year ending September 30, show that at ot~l of 858 loans were approved 
out of a total of 3,293 requests. Applications have fallen off during this 
period to about 350 a month. Applications are expected to increase during 
the fall and winter months. 
2. Approvals ~?d Declines 
Statistics for the ten months ending July 31, 1954 show that the 
Administration has approved about 38 per cent of the loan applications upon 
vlhich final action has been taken•** Many applications filed with the 
Administration are withdrawn by the applicant before a final decision has 
been made on granting or not granting the loan. In many cases the applica-
tion is withdrawn because the small businessman has made contact with suit-
able private sources of the necessary funds. Much of this contact is made 
possible through the efforts of S.B.A .• regional offices. 
The number of loans declined by the Administration in the three 
months ending July 31, 1954 are shown in Table IX. As the summary shows 
the major reason for rejection is inahility to demonstrate earning power. 
* 32,p.40 
** 32,p.42 
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If a business cannot demonstrate the ability tosarn a fair return it is 
doubtful that any loan, no matter how large, would aid it materially in 
the long run. Inability to provide _sufficient collateral is the second 
most important factor in loan rejections. 
3. Use of Proceeds and Size of Loans 
Table X shows the use of the proceeds of loans granted by the 
Administration. As would be expected the largest percentage - 44 per cent -
is used to provide working capital and 34 per cent is used for investment 
in plant and equipment. The remainder is used for consolidating existing 
obligations. 
Business loans approved by the size of the loan is shown in 
Table XI. The average size of individual loans has $hrunk from $73,952 
at the end of 1953 to $57,354 as of July 31, 1954 showing the results of 
the S.B.A. policy of smaller loans and wider diversification. The greatest 
dollar volume. amounting to 36 per cent of the total, was for loans ranging 
between $50,001 and $100,000, the next highest category - 31.9 per cent -
was for loans between $100,001 and $150,000. 
H. Case Records of Small Business 
Administration Aid 
Several case histories taken from the files of the S.B.A. will 
serve to show how small businessmen in diversified fields have been aided 
by S.B.A. loans. 
Case 1. "Jim Conway and his wife, Sarah, operate the Redi-Peeled 
Potato Corp. at -1095 N.W. 23rd Street in Miami. They sell peeled spuds, 
either whole or_ sliced, for french frying, to restaurants and hotels. The 
Conways want a mechanical peeler and other equipment to speed up their 
9~. 
Table IX 
Reasons for Declining Business Loan Applications 
May 1 t hrough July 31, 1954 
Reasons Applications Declined 
N'umb er Per Cent of Total 
Earning ability not demonstrated 
Insufficient collateral 
Firm could not show need f or S.B .A· funds 
Insuffi cient equity investment 
Unsatisfactory financial condition 
Not eligible 
Other 
Total reasons* 
444 
315 
89 
56 
44 
9 
37 
994 
44.7 
31.7 
9.0 
5.6 
4.4 
. 9 
3.7 
100 .0 
*There were 555 applications declined and in many cases there were several 
reasons given for a declination. 
Source: Secon~ Semi-Annual Report. of~.·~·!·, Washington, D.c., p.44. 
Table X 
Use of Proceeds of Business Loans Approved 
Cwnu1ative through July 15, 1954 
Loans Approved 
Uee Amount Per Cent of Total 
Vforking Capital 
Facilities 
Consolidation of Obligations 
Equipment 
Total 
$13, 872,243 
7,959,440 
7,027,349 
2,785,230 
~~ 31, 644,262 
43.8 
25.2 
22.2 
8.8 
100.0 
Source: Second Semi-Annual Report of ~·~·~~.·, '\~a sh ington, D.c., p.45. 
Table XI 
Business Loans Approved - By size of Loan 
Cumulative through July 31, 1954 
Size of Loan Number Per Cent Amount 
----- Approved of Total Approved 
----
$5,000 and under 15 2.5 Jf~ 'lP 62,600 
5 , 001 to ~~ 10 ,000 52 8 .6 458 ,450 
10, 001 to 25,000 154 24.4 2, 884 ,900 
25, 001 to 50,000 132 21.8 5,143,695 
50 ,001 to 100 , 000 158 26.1 12,510,150 
100 , 001 to 150,000 82 13.5 11,104 , 000 
150 , 001 to 300,000 13 2.1 2,592,667 
Tote.1 606 100 . 0 ~34,756,462 
Source: Second Semi-Annual Report of ~·~·~·, Washington, D. c., 
Per Cent 
of Total 
0.2 
1.3 
8.3 
14.8 
36.0 
31.9 
7 .5 
100.0 
p.45. 
operation and cut costs. Local banks were shy about lending them money 
but one agreed to join S.B.A. in an $8,960 loan for three years at 6 per 
cent. The Conways got the money in }.ugust. "* 
Case 2. "The !Cilgen Organ Company, 4632 West Florissant Avenue, 
St. Louis, is an old, established maker of pipe organs. During the war, it 
produced aircraft parts, but now its organ business is booming again. Owner 
Eugene R. Kilgen wants to expand his civilian operation, but organs are 
tailer-made, payments are slow, and most of his working capital is tied up. 
Mr. Kilgen tried an insurance company, some banks and even a stock issue, 
but all fell through. S.B.A. approved a $90,000 loan for five years at 
6 per cent. The mone~ started on its way last month."** 
Case 3. ~. c. Estes runs the Garbage Service Company Incor-
porated, 2005 E. Adams Street, Phoenix. The company picks up rubbish and 
waste mainly outside the city limits. While Mr. Estes was a\my at war, 
the business gradually deteriorated. Now he owes money on his trucks and 
his working capital is inadequate. Local banks would agree only to partic-
ipate in an S.B.A. loan - $60,000 at 6 per cent for five years - which has 
not been disbursed yet. To help persuade a favorab l e decision, Garbage 
Service Company confronted S.B.A. with testimonials from satisfied customers.*** 
* 27,p.7 
** 27,p.7 
*** 27,p.7 
VII. Summary and Conclusions 
A· Advantages of Small Business 
Current thinking on small business has been focused on its 
problems rather than on its contribution to our economy. It is readily 
admitted that small business does have problems, but the point has been 
reached where the need for help has been over-estimated. All small 
business is not in need of help. Many of the small firms which are in 
need of help are in this position because of incompetent and inexperienced 
management. No amount of financial aid can maintain such firms for long. 
It is an injustice to our economic system to attempt to aid the incom-
petent and inexperienced. Therefore, we can only afford to aid those 
firn1s which, in the opinion of experts, can show a real need for funds 
and which have the ability to manage these funds when received. 
Small business has many advantages vmich cannot be overlooked. 
Large and small businesses are interdependent. Small business is in an 
economic position in which it has advantages over large-scale operations. 
Conversely, there are other areas in which large-scale units have advantages. 
The small concern operates in close touch with its employees and 
customers. It has a high degree of flexibility and can adapt itself to 
new needs and conditions. It is usually able to enter new product lines 
at its own choice. A large organization selling over the entire country, 
usually follows a given policy or program. The small firm can afford to 
experiment on a small, local scale. Because of its small overhead costs it 
can af ford to make policy or program changes. 
The large firm is best suited for mass production purposes but 
the small firm can best cater to the specific needs of customers who may 
require custom-built products and specialized services. Large-scale 
operations are not adaptable to these individual needs and small business . 
has a real opportunity in this field. 
B. The Short-Term Supp1l __ of Funds 
Surveys and stated opinions of both small businessmen and 
officials of financial institutions indicate that for moat small firms 
the demandGfor short-term funds is being adequately met by the existing 
financial institutions. The only small firms which are not receiving an 
adequate supply of short-term funds are those who because of a weak fin-
ancial position or inefficient management constitute a high degree of risk 
which no financial institution can afford to take. Financial institutions 
particularly local banks could do more to aid small business Operators 
in becoming acquainted with the t~es of financial assistance available to 
them. Afutual understanding and co-operation between financial institutions 
and ~11 businessmen could be developed to an even higher degree than at 
present. 
c. Lo_ng-Te_::~~it 
It is in the long-term credit and especially the equity capital 
field that the available sources of funds have fallen far short of the 
mark. Banks, because of their liquidity requirements, have not been able 
to make a sufficient volume of term loans to satisfy the small businessman. 
Although this situation has improved somewhat since the days before World 
War II the supply of long-term credit available does not come near meeting 
the demand for such funds. The Federal government has seen fit to come to 
the aid of small business through its Small Business Administration which 
provides loan funds, managerial, and technical assistance to needy small 
firms. State and local development credit cor porations a s well as local 
Chambers of Commerce have also done their share to help small firms attain 
the long- term funds which t hey need. 
1. Bank Pools 
A further source of both long and short-term l oan funds which 
thus far has enjoyed only limited popularity are bank pO.o!s and corres-
pondents to share the risks of loans which one bank is unwilling to assume. 
These pools are designed to encourage a more liberal lending policy to 
help meet the credit needs of companies which are otherwise una~le to ob• 
tain funds. These pools ar~~nvaluable aid to small local banks which do 
not have the resources to make long-term loans. This development appears 
worthy of greater use especially in suburban and rural areas of the country. 
De ~.quity Capital 
In the equity capital field the small businessman is faced with 
his most difficult problem. In many oases he is forced to rely on friends 
and relatives for his equity capital. Because of high registration costs 
and listing requirements of stock exchanges the public sale of securities 
is virtually impossible. The attitude of investors which ·prevails today 
is also a deterrent to the obtaining of equity funds by sinall firms. · To• 
day's investor prefers security of principle more than he does the growth 
possibilities of an enterprise. He is thus interested in purchasing mostly 
the so-called 1'blue-ohip11 securities. This increasing diversion of funds 
toward the less risky types of investment hinders the financing of new and 
growing enterprises. 
lOQ.. 
Venture capital organizations have done their part in providing 
funds to deserving small firms but the nUmber of such firms which can be 
helped by such organizations is small indeed. Leasing arrangements have 
also helped the SIJl!!.ll firm expand through the use of sale and leaseba.ck 
arrangements. 
1. Capital ~~! 
A proposal which has been r ecommended by a number of experts on 
the subject of small business finance is the use of capital banks. One of 
the chief disadvantages of such a proposal is that it puts the Federal 
government still further into the economic affairs of our small business. 
If private enterprise cannot supply the needed long-term funds then it 
appears that some government agency must do it. 
The capital-bank recommendations contemplate a regional bank in 
each Federal Reserve District.• Originally the capital would come from 
the federal goveDnment and eventually from individuals and private in-
stitutions. The federal government would charter the banks artd provide 
for the original subscription of capital. From there private enterprise 
would take over. These capital banks would ~ke long-term loans and pur-
chase equities. They would not be restricted to dealing with small business 
but special attention would be devoted to this group. It would loan prim-
arily to n~w and growing enterprises and would leave the "rescue" type of 
loan to other agencies. At this writing it appears that such a plan could 
attra.ct a number of worthy applicants and could serve a s_orely-felt need. 
* 3,pp.l62-181 
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